THE JOURNAL 


OF 


POLITICAL ECONOMY 


EDITED BY JACOB VINER AND F. H. KNIGHT, WITH THE 
CO-OPERATION OF THE OTHER MEMBERS OF 
THE DEPARTMENT OF ECONOMICS OF 
THE UNIVERSITY OF CHICAGO 


VOLUME XLVIII 


FEBRUARY-DECEMBER, 1940 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO, ILLINOIS 
THE CAMBRIDGE UNIVERSITY PRESS, Lowpow 


THE MARUZEN COMPANY, LIMITED, Toxro 
THE COMMERCIAL PRESS, LIMITED, Suanonat 





PUBLISHED FEBRUARY, APRIL, JUNE, AUGUST, 
OCTOBER, DECEMBER, 1940 


COMPOSED AND PRINTED BY THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO, ILLINOIS, U.S.A. 











FEB 28 i049 


THE JOURNAL OF 
POLITICAL 
ia ~ NO MY 


OOOO 


Volume XLVIII FEBRUARY 1940 


“What Is Truth” in Economics? Frank H. Knight 


The Economy of the South Richard A. Harvill 


Mr. Robert R. Livingston’s Reasons against a Land Tax 
Beverly McAnear 


The Importance of Francesco Ferrara in the History of 
Economic Thought Otto Weinberger 


After the Shutdown: An Analysis of the Job-hunting 
Experience of a Group of Durham Hosiery Workers 
Frank Traver de Vyver 105 


Comments on W. L King: “Are. We Suffering from 
Economic Maturity?” Gerhard Colm 114 


Book Reviews 119 
(See inside front cover) 


Books Received 150 
—y 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO, ILLINOIS, U.S.A. 





Volume XLVIII, No. 1 


THE JOURNAL OF 


POLITICAL ECONOMY 


EDITED BY JACOB VINER AND F. H. KNIGHT, WITH THE CO-OPERATION 
OF THE OTHER MEMBERS OF THE DEPARTMENT OF ECONOMICS 
OF THE UNIVERSITY OF CHICAGO 





BOOK REVIEWS: 
Herman Wold, A Study in the Analysis of Stationary Time Series - .- Gerrearp Tintyer 
Willford I. King, The Causes of Economic Fluctuations: Possibilities of Anticipation and Control 
Ricuarp M. Bissett, Jr. 
Barbara Wootton, Lament for Economics -  - -  +Rayonp T. Bye 
Research Committee of the Reonoanle Sclesce and Statistics Section of the British Association, 
Britain in Recovery - - A, Surrmres 
Paul M. Sweezy, Monopoly par Competition 4 in ‘the English Coal Trode, tiso-thes 

Myron W. WATKINS 
Raymond J. Saulnier, Contemporary Monetary Theory - - - - + + E.S, Saaw 
Carl T. Schmidt, The Corporate State in Action: Italy under Passion - - «+ J.J. Srencrzer 

William G. Welk, Fascist Economic Policy: An Analysis of Italy's Economic rT 


W. O. Henverson, The Zoliverein - - - 

Herman Kranold, The International Distribution of Raw ‘Materials - HERBERT VON BECKERATH 

Werner Schlote, Entwicklung und Spubtervendinge ia onglischen Avssmbentids von 1700 bis sur 
Gegenwart - - E.M. Dosim 

Lester Burrell Shippee, Concdiais- American Relations, 1849-1874 - - - =  €,P. Wrcur 

Giuseppe Ugo Papi, The Colonial Problem: An Economic Analysis - Brnjamin B. WALLACE 


Lesslie R. Thomson, The Canadian Railway Problem: Some Economic Aspetts of Conadion Trans- 
portation ond a Suggested Solution for the Railway Problem - Herpert E, Dovcatt 
William James Cunningham, The Present Railroad Crisis - - - - OD. Pump Locxum 
W. S. Woytinsky, Labor in the United States: Bevic Statistics for Social Security: a 
for the Committee on Social Security —- ODER 
Glenn E. McLaughlin, Growth of American Manufacturing Aries: A Comparatina Analysis with 
Special Emphasis on Trends in the Pittsburgh District - + Matcorm Ker 
a —— . Chapters inthe History of Social Legislation inthe United Stats to 1860 (edited 
y Clive Day) - - ; 
John Berry McFerrin, Coldwell and Company: ‘A Southern Financial Empire 
National Bureau of Economic Research, Inc., je ive daggtingrn<cmhacisizauuiragtes 3° 4 











five Fork, Hen Yes. 
to The niversity of Chicago Press, and will be 


Se era bene 3 Sa eo =~, Fe tS, 











THE JOURNAL OF 
POLITICAL ECONOMY 


Volume XLVIII FEBRUARY 1940 Number 1 


“WHAT IS TRUTH” IN ECONOMICS?! 


FRANK H. KNIGHT 
University of Chicago 


are like Pontius Pilate in that they ask the question of our 


” 


|: SEEMS that a great many thoughtful people in the world 


title, but “do not wait for an answer.” But a considerable 
number differ from him in the interesting respect that instead of 
asking others the question they volunteer to give the answer 
themselves, to others, and to the world, without waiting to be 
asked. This leads to the writing of books of varying character and 
size, which one suspects are more interesting on the average to 
their authors than they are to any considerable number of read- 
ers. And to many of those who do read them this may be a com- 
forting thought, since it means that books on methodology prob- 
ably do not do much damage. The chief reservation would be that 
they are most likely to be read and taken seriously by the young. 
Mr. Hutchison’s methodology or philosophy of economics is of 
a sort which is particularly irritating to this reviewer, especially 
because it is so common, among people who “ought to know bet- 
ter.”” The author is a positivist, i.e., one of those who always think 
of “science” with a capital S (if they do not always write it that 
way) and use it in a context which conveys instructions to pro- 
nounce in the awe-inspired tone chiefly familiar in public prayer. 
* Review of T. W. Hutchison’s, The Significance and Basic Postulates of Economic 
Theory. London: Macmillan & Co., Ltd., 1938. Pp. x+192. 
I 
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This emotional pronouncement of value judgments condemning 
emotion and value judgments seems to the reviewer a symptom of 
a defective sense of humor. The attempt to build a social science 
on these foundations suggests that the human race, and especially 
a large proportion of its “best minds,” having at long last (a very 
long last) found out that the objects of nature are not like human 
beings—are not actuated by love and hate and caprice and con- 
trariness, and subject to persuasion, cajolery, and threats—have 
logically inferred that human beings must be like natural objects, 
and so viewed by the seeker of knowledge about them. 

We read only a few pages into Mr. Hutchison’s book before 
coming to the development of the all-important distinction be- 
tween science and philosophy, illustrated by an example which in 
fact admirably illustrates the superficiality and dogmatic over- 
simplification involved in the author’s own position. 

The reason why scientists, unlike philosophers, can build on and advance 
their predecessors’ work rather than each being simply “influenced” by it 
and starting afresh right from the beginning at the same problems with 
some complete new system, is that “scientists” have definite, agreed, and 
relatively conclusive criteria for the testing of propositions, solutions, and 
theories which “philosophers” do not accept [p. 7]. 


The meaning, if it has one, is clearly, “go thou and do likewise.” 
The illustration is that of two imaginary economists in an argu- 
ment as to whether the check system did or did not exist in pres- 
ent-day Paraguay. If they were scientific, they might themselves 
go to Paraguay and investigate. In that case, the argument might 
be settled by their actually having a check before them. “Then, 
having settled the scientific dispute, they might begin a philosoph- 
ical dispute . . . .” as to whether they had got “the real check-an- 
sich” or only “the idea or appearance of a check” (p. 8). Now it is 
surely obvious, without any reference to transcendental reality, 
that it would be impossible to assert on the basis of any printed 
slip of paper or other object “before them” whether “the check 
system” existed or not. One would certainly have to know the 
history of the “object,’’ and the laws and business usages con- 
nected with it. In fact, it is inadmissible to speak at all of “the” 
check system, if one is making any serious pretense to accuracy; 
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and if one is talking about a check system at all, one is certainly 
concerned with purposes aimed at and results achieved as well as 
with the existence and paths of motion of printed pieces of paper, 
or any physical events. 

In short, such a contrast between glorified science and a carica- 
ture of philosophy is not helpful but rather the opposite. But Mr. 
Hutchison’s conception of science has a specious plausibility and a 
strong intellectual appeal, and that is precisely what makes it 
dangerous and pernicious and in that sense important, especially 
(again) because of its appeal to the young. It is utterly remote 
from “reality,” in the “real” sense, in contrast with the artificial 
and arbitrary use of the word by positivist philosophers, who at 
bottom are simply bad metaphysicians. The appeal of this meth- 
od is oversimplification which amounts to serious falsification. 
Where there are or can be “definite, agreed, and relatively con- 
clusive criteria for the testing of propositions, solutions, and the- 
ories,” there are no very serious intellectual problems, and no 
methodological problems whatever. The problem of truth in Mr. 
Hutchison’s subject matter is not one of finding such tests; any 
tests which can be proposed would rather themselves have to be 
tested by the propositions of economic theory as already under- 
stood. 

Mr. Hutchison continues: “The scientist proceeds by means of 
the two inextricably interconnected activities of empirical investi- 
gation and logical analysis, the one, briefly, being concerned with 
the behaviour of facts, and the other with the language in which 
this is to be discussed”’ (p. 9). This statement, like the general- 
ization previously quoted, may pass as a definition of science, 
though obviously a restricted, if not an arbitrary, one. If science 
is so defined, the fraction of human knowledge which is “scien- 
tific” is almost disappearingly small, and includes no knowledge 
of human or of social data, or specifically of economics, and most 
specifically of economic theory—if the key words (including “em- 
pirical,” “logical,” and “facts”) are taken in the meaning of ordi- 
nary usage. 

One who has read critically so far in the book will be moved to 
read on with the particular object of finding out what the author 
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actually means by such terms as “empirical” and ‘“‘logical.”” He 
will not have much success. But he will find that Mr. Hutchison 
does not stick at all to the principles so emphatically put forward 
in chapter i—which fact is on the whole rather to his credit, 
though it means that he really has no philosophical position at 
all. As to observation, he will be able to discern, on coming to the 
fifth chapter (the last in the book except for a conclusion and an 
appendix) which in some measure comes to grips with some of the 
more common and familiar concepts of economics, that the author 
has quite dropped his rigorous and “hard-boiled” (dogmatic!) 
pose. Speaking of propositions about such mental attitudes as 
expectation and the derivation of utility from a commodity, he 
simply states that he prefers “the ordinary usage by which such 
propositions are regarded as definitely verifiable or falsifiable’ (p. 
146; my italics). He finds a “core of truth in the common-sense 
‘comparison of utilities’ [between persons]”’ (p. 148), and approves 
of including ‘‘welfare economics” in “economic science.” This is 
a “far cry” from looking for printed pieces of paper (where even 
the meaning of the printing is assumed to raise no questions). 

In the few pages in which the meaning of testing is considered, 
our author first finds a “ ‘conventional’ element” in the tests 
which “‘one lays down” (p. 145) and then apparently asserts that 
all tests are “purely conventional” (p. 152; also 147, 148, etc., on 
the “ordinary use of words,” and “how words are in fact used” 
{author’s italics]). According to this theory, a logically or factual- 
ly wrong statement is on the same level as a piece of faulty gram- 
mar which in no way affects the meaning of what is said. Certain- 
ly no one believes that to be true. But in the meantime (p. 147) 
we also learn that propositions and concepts fulfil the scientific 
criteria (of empirical testibility) “if we choose to define them as 
doing so, and do not fulfill it if we do not choose”’ (author’s italics). 
Here truth is merely a game in which the players are free to make 
any rules they please. 

Thus when our author “gets down to cases,” he seems to aban- 
don entirely his stern insistence on factual testing and to fall 
back upon the naive conceptions of common sense. His philo- 
sophical position, in the brave passages where he professes one, 
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would seem to be that of “logical positivism”; that is—if one can 
hope to state a position which he does not believe to be tenable, 
acceptably to anyone who does believe in it—knowledge is (or true 
propositions are) relative to objects of two sorts: (a) “things,” 
such as printed pieces of paper, which can be identified by pointing 
and naming, and (0) verbal definitions, which are a pure matter of 
the use of language in accord with conventional or arbitrary rules: 
“Purely theoretical analysis consists in the manipulation of con- 
cepts in accordance with the rules laid down in their definitions”’ 
(p. 30). It is simply assumed that there is actually no disagree- 
ment—that no “‘test”’ is ever necessary or in question—either as to 
observed facts or as to the meaning and the truth of any stated 
inference. One must suppose that there is never any question 
even as to whether there is disagreement or not, or whether rules 
arbitrarily laid down are actually followed. 

Now, in the present writer’s opinion, all this is fundamentally 
misleading and wrong, if not actual nonsense. The fundamental 
propositions and definitions of economics are neither observed nor 
inferred from observation in anything like the sense of the gen- 


eralizations of the positive natural sciences, or of mathematics, 
and yet they are in no real sense arbitrary. They state “facts,” 
truths about “reality’”—analytical and hence partial truths about 
“mental” reality, of course—or else they are really “false.’’? Eco- 
nomics and other social sciences deal with knowledge and truth 
of a different category from that of the natural sciences, truth 
which is related to sense observation—and ultimately even to 


2I must deny that any conclusion which can claim any sort of logical validity, 
or even any meaning, can be drawn from any proposition which is really arbitrary, 
including mathematics and formal logic itself. This will be more fully explained 
below. Statements by mathematicians and mathematical logicians which are partly 
careless formulation and partly based on error of fact are in my opinion largely 
responsible for the prevalence of this untenable view. 

As to economics, Mr. Hutchison approvingly quotes Professor Schumpeter’s 
statement that Gossen’s law “‘is not a law of economics . . . . but an assumption,” 
which is “in principle arbitrary,” and “‘we could . . . . make the opposite assump- 
tion, and it could not be called false” (p. 134). I must say categorically that we 
could not make the opposite assumption, or any divergent assumption, and tell the 
truth or talk sense about economic behavior. The principle referred to as Gossen’s 
law is a descriptive fact about such behavior, which is a reality. As Whitehead has 
said of natural science, economics is not a fairy story. 
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logic—in a very different way from that arrived at by the method- 
ology of natural science. But it is still knowledge about reality. 
Its character will be considered in more detail after a few general 
observations about the knowledge problem. 


The starting-point of any discussion in this field is recognition 
that all discussion ultimately rests upon statements of fact and 
principle which are assumed to be accepted as true and which can- 
not be defended by argument if they are denied or questioned. If 
one begins with confident and sweeping assertions about “‘tests,”’ 
one is under a corresponding obligation to make it unambiguously 
clear what sort of propositions do and what sort do not need test- 
ing and what tests are accepted as valid and not themselves in 
need of testing. This follow-up is just what we do not find in Mr. 
Hutchison’s essay. 

Even the briefest survey of the problem must recognize at least 
three types or fields of knowledge, in contrast with Mr. Hutchi- 
son’s two, and the third type, not considered by him, is by far the 
most important for the problems of economics with which he is 
supposed to be dealing. The three fields are: first, knowledge of 
“the external world,” including both the plain man’s knowledge 
of everyday reality and the physical scientist’s knowledge of his 
primary data of observation; second, the truths of logic and 
mathematics (the problem here is whether knowledge of this sort 
is knowledge about the same objective reality as the first cate- 
gory or whether it is about thinking or mind—or what is the rela- 
tion between the two); third, knowledge of human conduct. It is 
of course in this last field that economic problems lie, though, as 
will be emphasized, they constitute but a small fraction of that 
field and only one of several categories which must be recognized 
within it, and a still smaller fraction of knowledge about human 
“behavior,” if behavior and conduct are most correctly and use- 
fully defined. The subject matter of relevant knowledge of con- 
duct, in contrast with mechanical response, is primarily human 
interests—interests in action, in contrast with the interest in 
knowledge—and the relation between interests and action, in our 
knowledge of both and in action itself. 
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Regarding our knowledge of the external world, the first fact 
which calls for emphasis is that the data of immediate observation 
cannot be taken on their face, but must be “‘tested.’””’ The bare 
fact that an individual sees, or thinks that he sees, or reports see- 
ing, a physical object or event—in everyday life or in a laboratory 
—by no means establishes that event as real, or a proposition re- 
porting it as true. In many familiar situations it does not do so 
even to the observer himself; he sees the “straight staff bent in the 
pool”; and when observing a sleight-of-hand performance every- 
one knows that what he “‘sees”’ is entirely different from the “real- 
ity.” Validity has little relation to vividness in the impression or 
fervor in the report. The “snakes” seen and reported by the suf- 
ferer from delirium tremens are probably by no means inferior in 
such respects to the observations of the scientific zodlogist. 

And a second fact, of even greater importance, if possible, is 
that testing observations is chiefly, and always ultimately, a social 
activity or phenomenon. This fact makes all knowledge of the 
world of sense observation, whether that of the plain man or that 
of the scientist (not to mention knowledge of social data), itself 
a social activity and a social phenomenon. In addition, it means 
that all such knowledge is inseparable from (a) self-knowledge of 
the knower, and (6) knowledge of other knowers and of their 
knowledge, or of their “‘minds,” and hence of the nature and con- 
ditions of knowing and thinking as such. The concrete nature of 
this testing process is the subject matter of treatises on scientific 
method, and it is neither possible nor necessary to discuss it in de- 
tail here. The essential point for our purposes is that knowledge 
of external reality presupposes “valid” intercommunication of 
mental content, in the sense of knowledge, opinion, or suggestion, 
among the members of a knowing group or intellectual commu- 
nity. A conscious, critical social consensus is of the essence of the 
idea of objectivity or truth. 

Moreover, a consensus regarding truth is itself by no means a 
“mere” (undisputed) fact. It rests upon value judgments as to 
both the competence and the moral reliability of observers and 
reporters. (It is no matter of a majority vote!) Without a sense 
of honor (as well as special competence) among scientists—if, say, 
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they were all charlatans—there could be no science. And if ordi- 
nary normal human beings habitually and systematically lied, or 
talked dream talk (or reported free association), there would be 
no possibility of any knowledge, or of the existence of minds or 
intelligence. There could be no “feeling” of truth or of reality; 
we could never form these notions, or have any communicable, 
and hence any intellectual, experience. “We” could not exist at 
all as minds or selves. There might, indeed, be animate beings, or 
animate objects, making biologically “‘correct’”’ responses to their 
environment and to one another’s physical behavior. But any- 
thing that can properly be called knowledge on the part of any 
subject is unthinkable apart from self-knowledge and valid inter- 
communication with similar (competent and trustworthy) know- 
ing selves, living, thinking, and acting in and in relation to a com- 
mon world of not-self, which is the general object of knowledge. 
This naturally suggests the question as to how we do know (im- 
perfectly, of course) the content of one another’s minds, or how 
we intercommunicate. This is the problem of the third field of 
knowledge. But we must first make a few observations about the 
second field. 


With respect to the highly abstract propositions which form the 
axioms of logic and mathematics, the essential fact is that all such 
knowledge is at the same time knowledge of the external objective 
world and knowledge, in a special sense, of the way in which 
minds work. In the former aspect it differs from the more con- 
crete knowledge which forms the content of the sciences only or 
primarily in the degree of generality or abstraction. The proposi- 
tions of algebra, as well as those of arithmetic (in contrast with 
those of economic theory, as we shall see) are verifiable in the 
crude empirical sense of that term, to any degree of accuracy 
which is thought worth the cost, by counting beans. (The “‘beans”’ 
may be imaginary if the problem-solver’s memory and imagina- 
tion have sufficient power and reliability.) In fact, most of the 
content of arithmetic and algebra consists essentially of “short 
cuts” or procedures for saving time in computation, as compared 
with the prohibitively slow and costly method of getting results 
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by counting. And the propositions of geometry are also empiri- 
cally verifiable, to any worth-while degree of accuracy, by drawing 
and measuring figures. 

This will probably not be disputed for the “ordinary” algebra 
of real numbers and “ordinary” geometry, the geometry of Eu- 
clidean space. When we go beyond these realms the matter may 
seem to be otherwise, but a little critical reflection will show that 
it is a rather superficial seeming. Propositions which involve such 
concepts as imaginary numbers, or non-Euclidean space, merely 
represent a higher degree of abstraction; they are still descriptive 
of the real world.’ The fact that we can hypothetically reverse 
some axiomatic propositions, such as that parallel lines never 
meet, or postulate the opposite, and use the result in valid reason- 
ing, creates no serious difficulty. We can do this with any propo- 
sition with content, as long as there is no explicit contradiction. 
There is a difference only in degree, not an essential difference in 
kind, between such reasoning and inference from the simplest 
hypothesis contrary to fact, such as supposing that an object had 
been in a different position or had been moving in a different di- 
rection or at a different velocity than was actually the case, in dis- 
cussing an automobile accident or a laboratory experiment. 

The apparent universal necessity, or a priori validity of any 
proposition which seems to have it, is far less mysterious than is 
often represented. It may be true to say that universally neces- 
sary propositions are “forms of thought,” or laws of intelligence 
or mind; but such a statement does not mean at all that they are 
not truths about the real objective world. Rather the a priori 
necessity of any proposition is simply, and in this writer’s view, 
correctly, explained by the fact that our minds lack any power of 
really creative imagination or original intuitive knowledge of 
superempirical reality, and not by the fact that we possess any 
such powers. Any statement which “must” be true under all con- 
ditions is simply a statement of a fact about the world which is so 
universal and fundamental for experience that we cannot “think 

3 For a brief and particularly illuminating discussion of these problems see the 


essay ‘Intelligence and Mathematics,” by Harold Chapman Brown, in the volume 
Creative Intelligence (New York: Henry Holt & Co., 1917), pp. 118-75. 





10 FRANK H. KNIGHT 


it away,” or imagine a situation in which it would not be true. 
(Mr. Hutchison frequently refers in a very matter-of-fact way 
to what is “conceivable’’; e.g., pp. 104, 142.) The real mystery 
(insoluble to the present writer) is how any mind could imagine, 
or think it imagined, that there could be a real contrast between 
the most general features of reality as experienced and what a 
mind living in and formed by it is able to imagine, or between the 
fundamental laws of nature and those of thought. The higher the 
degree of abstraction involved, the easier it is to regard a proposi- 
tion as a form of thought rather than as a fact about the world. 

All this must by no means be taken to imply denial or ques- 
tioning of the reality of reasoning, as an activity of mind. But ex- 
tremely little light is thrown on the nature of reasoning by the 
traditional treatment of formal logic. The heart of intellectual ac- 
tivity consists in the discernment of similarities and differences, 
the conjunction and separation or “concomitant variation”’ of at- 
tributes, including behavior over time or associated changes in at- 
tributes, all of which is fairly well summed up and indicated in the 
word “‘analysis.’’ 

With regard to the relation between deduction and observa- 
tion, or intelligence and the senses, in our knowledge of nature, 
there is not much that should need to be said. Surely anyone who 
has made any progress at all in the study of philosophy, or even in 
private reflection about its problems, can be assumed to know that 
any simple antithesis between observation and inference is utter- 
ly untenable, if not downright foolish. The question as to the 
primary or immediate data of consciousness is perhaps the main 
perennial, unsolved and probably unsolvable problem of the the- 
ory of knowledge as a whole. What is observation? and What is 
inference? are questions on a par with What is truth? if they do 
not simply restate the same question. It has been a common- 
place, at least since the time of Kant, that ordinary “sense per- 


4 It may be suggested that the nearest we come to creative reasoning is found in 
‘‘passing to the limit” in mathematical operations. This operation seems difficult to 
classify as between induction and deduction. “‘Extrapolative”’ reasoning has some- 
thing of the same character, and is especially important in natural science. 
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ception” is very largely an intellectual operation. And since the 
dawn of modern science, it has been a matter of arbitrary choice 
of viewpoint whether what we actually “see” is things, qualities, 
or sensations, or even nerve currents. It is also essentially a com- 
monplace that what we perceive, or are able to perceive, is largely 
a matter of the “apperceptive mass’’—and this involves both ex- 
pectations and interests. 

It should now be clear that we cannot separate the discussion 
of reality from the discussion of the knowledge of reality, the na- 
ture and structure of thinking and the conditions of its validity, 
or the workings of “‘mind” (meaning minds). There are two senses 
in which a distinction can be made between propositions about 
mind or thinking and propositions about reality. The first relates 
to “wrong” thinking, or to doubt or opinion recognized as ques- 
tionable. This is a matter of degree. To the extent that any prop- 
osition or idea is regarded as false or as affected with uncertainty, 
its contents are regarded as subjective, as being in somebody’s 
mind rather than in the objective world. (In a real sense the the- 
ory of knowledge is the theory of error and illusion.) The second 
valid distinction, which is familiar in philosophy and which we 
have had more occasion to discuss at length, is connected with the 
limits of our power to postulate or to imagine deviations from 
reality as known. This also is more or less a matter of degree. The 
axioms of algebra seem “‘more certain” and unescapable and hence 
more mental than those of geometry, and the elementary laws of 
motion (the nature of mass and force) do not seem very far from 
the status of geometry as to inevitability. Again, the develop- 
ment of the relativity and quantum theories (discontinuity) has 
cast doubt on the reliability of what can or cannot be imagined as 
a test of truth. 


All this is chiefly a long preliminary to a discussion of the third 
field of knowledge, in which lie the methodological problems of 
economics. The whole subject matter of conduct—interests and 
motivation—constitutes a different realm of reality from the ex- 
ternal world, and this fact gives to its problems a different order 
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of subtlety and complexity than those of the sciences of (uncon- 
scious) nature.5 

The first fact to be recorded is that this realm of reality exists, 
or “is there.” This fact cannot be proved or argued or “tested.” 
If anyone denies that men have interests or that “we” have a con- 
siderable amount of valid knowledge about them, economics and 
all its works will simply be to such a person what the world of 
color is to the blind man. But there would still be one difference; 
a man who is physically, ocularly blind may still be rated of nor- 
mal intelligence and in his right mind. 

Second, as to the manner of our knowing, or the source of 
knowledge; it is obvious that while our knowledge (“correct”’ 
observation) of physical human behavior and of correlated 
changes in the physical objects of nonhuman nature plays a neces- 
sary part in our knowledge of men’s interests, the main source, 
far more important than in our knowledge of physical reality, is 
the same general process of intercommunication in social inter- 
course—and especially in that ‘casual’ intercourse, which has no 
important direct relation to any “problem,” either of knowledge 
or of action—which has been found to play a major role in our 


knowing of the physical world. 

Mr. Hutchison, like other positivists, pretends that knowledge 
of people’s minds is an inference, from the observation of their 
bodies, of their physical behavior.° The least critical considera- 


5 The reference is to interest in action, in contrast with the interest in knowing. 
It goes without saying that theoretical and practical interests are inseparably con- 
nected, though we can talk about them separately, by abstraction. Our theoretical 
interest in things as things centers in classification, which means the discovery of 
similarities and differences, including correlation and concomitant variation and 
probability. The significance of all this for action is obvious; we ‘“‘predict” the un- 
known from the known (both in future time and in the present) and predict the 
effect of our actions upon materials. (All action ultimately reduces to moving 
matter in space by the use of our muscles.) Yet we unquestionably have purely 
intellectual interests which are not reducible to the production of desired modifica- 
tions in the course of physical events. 

6“ |. . Having examined by introspection the marginal utility of different 
amounts of money income to himself, [the economist] perceives that this ‘inside 
experience’ is correlated with a certain ‘external’ behaviour of his as regards money 
income. He arrives at the conclusion by ‘external’ observation that his ‘external’ 
behaviour regarding money is similar, in general, to everyone else’s. He assumes 
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tion of the alleged process of “inference” by which we are sup- 
posed to learn of the content of others’ minds through observa- 
tion of their physical behavior would show that it is so different 
from the inferences either of inductive science or of logic and 
mathematics that a different word should certainly be used. Coo- 
ley has used the phrase “sympathetic introspection,’ which, 
loose and “literary” as it is, goes deeper into the realities than the 
positivistic “simplism.” 

With reference to a given moment, it may be allowable to say 
that one “infers” another’s thought or feeling from, say, uttered 
sounds and facial expression. But no brute fact is more familiar 
than the psychological datum that one does not hear or see much 


or draws the analogy from this, therefore, that everyone else is ‘internally’ similar 
to himself. 

‘‘We again leave on one side the difficulty as to how this ‘internal’ assumption 
could conceivably be tested. This is connected with the crudity of the distinction 
between ‘inside’ and ‘outside’ experience. At this stage we want simply to emphasise 
the more obvious point that our economist cannot get any general results by intro- 
spection alone, but only by observation of ‘external’ behaviour (which may be so 
delicate as tone of voice, or facial expression), spoken and written words, etc., but 
which (to continue with this crude and misleading distinction) must be ‘external,’ 
whether further inferences or analogies as to the ‘inner’ experience are drawn or 
not” (p. 139). 

And again: “Ordinarily, if one asks people how they know that a man gets 
utility out of a commodity, or . . . . know that one man gets more utility . . . . than 
another . . . . one will probably receive as an answer something to the effect that 
‘This man regularly spends a greater percentage of his income on this commodity 
than the other,’ or ‘When I asked them how they liked this commodity this man 
exclaimed in one way, the other in another way.’ That is what is called in ordinary 
language ‘one man getting more utility out of a commodity than another’ ” (see pp. 
147-48; his italics. This statement might be labeled as a warning, to philosophers 
and others, as to the kind of thing a philosopher is likely to say under the urge to 
establish some theory which is far simpler than the facts; of a certainty, no one 
thinks that in speaking of an experience of enjoyment he means “‘exclaiming”’ or 
any physical act.) 

On p. 143 Mr. Hutchison enters an express denial that his analysis of “‘intro- 
spection”’ is in any way to be confused with doctrines of solipsism or behaviorism, 
and says that he makes no assertion about the reality of consciousness, or the exist- 
ence or nonexistence of anything. The clear meaning is that he has no philosophical 
position, and no theory of knowledge which is of any use in doubtful cases, where 
alone a theory is of any significance. The bare fact that Mr. Hutchison completely 
ignores intercommunication, while he makes all inferred or deduced truth a matter 
of ‘‘convention,”’ means that the final precipitate is mostly confusion. 
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more than one understands. What we immediately, consciously, 
apprehend is the “meaning,” and if called upon to reproduce the 
physical facts we should do so chiefly by “deduction” from the re- 
membered meaning, not from any direct recall of sense data. 
Surely no one thinks that from any conceivable knowledge of the 
physical world it would be possible to predict what interests in- 
telligent beings living in it would have, even if all conceivable 
knowledge of human psychology be thrown in. 

What is really in question is the nature of intelligence, which 
can only be discussed by considering the process by which intelli- 
gence is built up in the individual, or by which an intelligent in- 
dividual comes into existence. “We’’ undeniably live in a world 
where intelligence is the property of human beings who are born, 
live through a common life-cycle and die—both as biological units 
and as minds. And they are certainly born completely ignorant, 
without minds, and acquire knowledge and intelligence by a proc- 
ess about which the developed intelligence knows and can say a 
good deal.? Under the conditions of the only world we know any- 
thing about, knowledge and intelligence are completely “unthink- 
able” apart from a continuing and developing social process of 
learning. This necessarily involves for the learner intercommuni- 
cation with other selves, including large numbers of selves who 
know (have learned) vastly more than himself and all of whom live 
in and react to a world of not-self, about which they habitually 
intercommunicate. Thus our knowledge of the world and our 
knowledge of one another and of “mind” in general form insepara- 
ble bodies of knowledge which must be studied in relation to one 
another, if we are to know anything about any of them, or to talk 
sense about them. All are to be accounted for “genetically”’ in 
terms of a twofold historical evolution, in the individual and in 


the race. 


7 Whether it is possible for human beings to conceive or imagine an immortal 
mind, which never learns but is eternally omniscient or at least eternally knows all 
that it ever knows (or to imagine a community of such minds) is a question which 
need not be argued here. The reader will be correct in inferring that the writer is 
very doubtful about it. 
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Among the citations with which Mr. Hutchison prefaces his 
fifth chapter (and specifically its first section, on “The ‘Psycho- 
logical Method,’ ”’ is the following from Wieser: 

“We can observe natural phenomena only from outside, but ourselves 
from within.”” The employment of this inner observation is the psychological 
method, “which finds for us in common economic experience all the most 
important facts of economy It finds that certain acts take place in our 
consciousness with a feeling of necessity What a huge advantage for 
the natural scientist if the organic and inorganic world clearly informed him 
of its laws, and why should we neglect such assistance?” [p. 132]. 


This position our author proceeds to annihilate—as nearly as one 
can tell what he means—or at least to ridicule. In the present 
writer’s opinion it is essentially sound, though the analysis is ad- 
mittedly not carried very far in a philosophical sense, by Wieser 
or by most of those who advocate it. 

Observing from within must be interpreted in the light of the 
social-mental, intercommunicative character of all thinking, al- 
ready insisted upon. It is obvious that knowledge based on such 
“observation” is intuitive in a special sense as compared with any 
knowledge of nature, or even with the very highest abstractions 
ordinarily treated as logical axioms or general forms of valid 
thinking as such. It is not conceivably possible to “verify” any 
proposition about “economic” behavior by any “empirical” pro- 
cedure, if the key words of this statement are defined as they 
must be defined to be used with relevance and precision. To form 
the idea of economy or economizing, one must first know that the 
end of an action is in general more or less different from its empir- 
ical result. Economy involves an intention or intended result, 
which is not amenable to observation in any admissible use of that 
term. 

As to the content, or “basic postulates,” of economics, it is 
surely indisputable, to begin with, that the first of these postulates 
is the reality of economizing, or economic behavior, the general 
meaning of which is known to any possible participant in any eco- 
nomic discussion—“‘intuitively,” in the sense already indicated. 
To repeat, it is not possible by any observation of any act to tell 
whether or in what degree it is “economic”; indeed, the subject 


’ 
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himself rarely knows even approximately, until a considerable time 
afterward, and never very accurately. (The contrast with mathe- 
matical axioms may again be called to mind.) All discussion of 
economics assumes (and it is certainly “true”’) that every rational 
and competent mind knows (a) that some behavior involves the 
apportionment or allocation of means limited in supply among al- 
ternative modes of use in realizing ends; (b) that given modes of 
apportionment achieve in different “degrees” for any subject 
some general end which is a common denominator of comparison; 
and (c) that there is some one “ideal” apportionment which would 
achieve the general end in a “maximum” degree, conditioned by 
the quantity of means available to the subject and the terms of 
allocation presented by the facts of his given situation.*® 

We surely “know” these propositions better, more confidently 
and certainly, than we know the truth of any statement about 
any concrete physical fact or event, whether reported by someone 
else or made by ourselves on the basis of our own experience, and 
fully as certainly as we know the truth of any axiom of mathe- 
matics or of logic. We know them in the same way that one knows 


8 This is one aspect of the intuitive or common-sense notion of economizing. The 
term refers also, and perhaps primarily, in everyday usage, to the more or less ‘‘cor- 
rect” manipulation of the means employed. This manipulative aspect of economic 
behavior is treated in the sciences which make up the general body of technology, 
with which economics is not directly concerned. Everyday usage, and everyday 
thinking, are much confused as to the relation between economy in the allocative 
sense and “technical efficiency.”’ In brief, the difference is that the choice between 
technical processes is not affected by the principle of diminishing efficiency, and 
consequently does not give rise to apportioning and proportioning; the correct 
choice is one of all or none. 

It is essential to understand that the concept of “‘physical’’ efficiency, as usually 
employed, is a misconception. It would be valid only in a case where only one physi- 
cally described and measured result is in question, and where at the same time the 
means employed are at once limited and available for no other use. Such cases are 
certainly rare in reality; means are usually economized in any particular use because 
they are valuable for other uses. According to the most elementary laws of physical 
science, all the matter and energy which go into any reaction always come out of it 
quantitatively unchanged, so that efficiency as physically measured is always 100 
per cent, which is to say that the conception is without meaning. Any efficiency 
measurable as a percentage involves evaluation of alternative possible results, the 
relative usefulness of the output alternative to any given result constituting the 
“real cost” of the latter. 
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he is writing sentences and not simply making dark markings on a 
white surface—or is reading versus seeing such marks—by living 
in the world “with” other intelligent beings; we neither know 
them a priori nor by one-sided deduction from data of sense ob- 
servation.® 


A major problem in connection with the basic postulates of 
economics, and one which surely calls for notice in any serious 
philosophical discussion of its methodology (but which is not 
mentioned in Mr. Hutchison’s volume), arises out of the habitual 
practice and usage in economic literature of treating the dis- 
tinguishing fact about goods and services—the fact that they are 
the subject of economic decision—as a measurable quality in the 
things themselves. As every student knows, one of the first ques- 
tions raised in modern philosophy, in connection especially with 
the transmission theory of vision, was that of what “qualities” 
really inhere in the object, and which ones are in the mind of the 
observer. It is a familiar observation or remark that values (or 
some of them) are “tertiary qualities’”—on the line of the famous 
distinction made by Locke between the primary and secondary. 
Closely connected with this topic is the vitally important matter 
of quantity and measurement. 

The quantity or degree of variable attributes is fundamental for 
the interest in action, and the concept or feeling of objectivity it- 
self, as against subjectivity, has come for the modern mind to be 
closely connected with the possibility of measurement, and the 
accuracy attainable. This fact has also greatly influenced our no- 
tions of what constitutes “‘science,” especially in English usage. 

® The best illustration of apportionment and of the maximizing of desired results 
through correct apportionment is undoubtedly the individual’s expenditure of a 
given money income in the purchase of ‘‘want-satisfying goods or services” (in gen- 
eral and accurate terms, exclusively services) available to him in a perfect market at 
given prices; but the principle can perfectly well be illustrated from a Crusoe 
economy. 

For the purpose of the present discussion, the conception of economic activity 
may be limited to “‘stationary conditions,” i.e., behavior relative to given wants, 
resources, and technical knowledge. Whether or in what cases activity deliberately 
aimed at changing any of these given conditions is ‘‘economic,’’ is a question which 
raises issues of a higher order of difficulty than those in question here. 
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(It is much less true in French.) Economic theory deals with in- 
terests as abstract magnitudes (intensities) and hence “naturally” 
considers them as inhering in the objects of interest, as attributes, 
and, also as measurable, which two considerations yield the fa- 
miliar notion of “‘utility.”” This way of thinking is doubtless due 
in part to the fact that utilities receive a kind of measurement 
through the process of competitive exchange in the market, and 
in part it is due simply to the intellectual craving for objectifica- 
tion of any subject matter under discussion. Measurement and 
measurability present problems which cry for discussion, for it is 
obvious that measuring has a very different meaning in connec- 
tion with different kinds of variables. The facts which are rele- 
vant for economic concepts present a paradox. On the one hand, 
there is certainly no question of measuring utility as an objective 
quality of a good or service, and we apparently do not measure 
any sensation or feeling as such. For example, a thermometer 
does not measure temperature as felt, but an inferential or theo- 
retical “objective” state of things which is supposedly the uni- 
form basis of the variable temperature sensation."° 

On the other hand, it is indisputable that in the thinking of 
civilized man choices are very largely a matter of quantitative 

%° The saying often quoted from Lord Kelvin (though the substance, I believe, 
is much olde.) that ‘‘where you cannot measure your knowledge is meagre and un- 
satisfactory,’’ as applied in mental and social science, is misleading and pernicious. 
This is another way of saying that these sciences are not sciences in the sense of 
physical science, and cannot attempt to be such, without forfeiting their proper 
nature and function. Insistence on a concretely quantitative economics means the 
use of statistics of physical magnitudes, whose economic meaning and significance 
is uncertain and dubious. (Even ‘“‘wheat’’ is approximately homogeneous only if 
measured in economic terms.) And a similar statement would apply even more to 
other social sciences. In this field, the Kelvin dictum very largely means in practice, 
“if you cannot measure, measure anyhow!”’ That is, one either performs some other 
operation and calls it measurement or measures something else instead of what is 
ostensibly under discussion, and usually not a social phenomena. To call averaging 
estimates, or guesses, measurement seems to be merely embezzling a word for its 
prestige value. And it might be pointed out also that in the field of human interests 
and relationships much of our most important knowledge is inherently nonquanti- 
tative, and could not conceivably be put in quantitative form without being de- 
stroyed. Perhaps we do not “know’’ that our friends really are our friends; in any 
case an attempt to measure their friendship would hardly make the knowledge 
either more certain or more “satisfactory”! 
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comparison. Apart from this fact, there can be no discussion of 
economics, for the concept of economy or economizing, or the 
synonymous term, “efficiency,” literally loses its meaning. Yet, 
a level of satisfaction, being a mental fact, is not measurable, in 
the sense in which any physical magnitude is measured. The 
question whether, or sense in which, the “general economic re- 
sult,”’ or “that which the individual strives to maximize,” is a 
quantity, has been much under discussion since Edgeworth in- 
troduced the distinction between cardinal and ordinal magnitudes, 
and especially of late, since Messrs. Hicks and Allen published 
their “Reconsideration of the Theory of Value,’ embodying the 
indifference-map approach. In the present writer’s opinion, the 
magnitude in question is quantitative in the sense in which any 
subjective state is quantitative and in very nearly the same sense 
as any objective quality for which we have no accepted technique 
of measurement, and which must consequently be estimated. 
(The indifference curve corresponds to the use of the zero method 
in physical measurements.) The main point seems to be that in 
the absence of any technique of measurement, there is no clear 
differentiation between a subjective state and an objective qual- 
ity, and the reference of an experience to the external world or 
to the mind is shifting and largely arbitrary. This may explain 
the somewhat anomalous fact that in literary usage the economic 
result which we attempt to maximize is commonly referred to as 
“utility,” rather than as “satisfaction,” though the former term 
means a quality of things and the usage makes grammar swear at 
logic. 

But this is not the end of the paradox. The most embarrassing 
fact (which is indisputably a fact) is that actual exchange values 
certainly do not measure the satisfaction intensities (or “psychic 
income,” or whatever it may be called) with which economic the- 
ory deals. These are “hypothetical” —such as would be realized 


11 See Economica, February and May, 1934. In reply to this, Dr. Oskar Lange 
defended ‘“‘The Determinateness of the Utility Function” (Review of Economic 
Studies, I [1933-34,] 218-25), and a notable series of discussions have followed, 
chiefly in these two journals. See also Professor J. R. Hicks’s Value and Capital 
(Oxford, 1939). 
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by the “economic man,” who is postulated as knowing definitely 
and accurately all the facts and magnitudes, knowledge of which 
would influence his behavior in any way. These begin with his 
own tastes and the consequent psychological or subjective effects 
of consuming given quantities of any commodity, in comparison 
with all other commodities, and also with all other possibilities, 
including “leisure,” or the nonpecuniary values obtainable from 
the use of any resource outside the market organization. Perhaps 
the most interesting epistemological datum for economic theory 
is that we actually both know (everybody who understands the 
meaning of the proposition knows) that maximum efficiency is 
(would be) achieved through ideal allocation of allocable resources 
(that allocation which makes total return a maximum by making 
the marginal increment of return from the same small unit of the 
resource equal in all alternative modes of use) and also know that 
no individual achieves this maximum (or the chances are infinity 
to one against it). This divergence arises because ignorance, 
error,” and “prejudice” in innumerable forms affect real choices. 

Both of the facts just mentioned, the partial conformity of con- 
duct to economic principles and the fact that conformity can only 


be partial, are really known with “absolute certainty”—in the 
sense already explained, that we are unable to think away the 
fact of deliberate activity of the sort described. If conformity 
were perfect, the behavior in question would cease to be either 
“economic”’ or deliberate, and would become a mere mechanical 
response to a stimulus situation, which is a categorically different 
matter." 


2 The economic »:/:iect would in many cases have to have perfect foreknowledge, 
as well as perfect knowledge. This foreknowledge might even have to extend to the 
infinite future, and, as Mr. Hutchison very properly emphasizes (p. 97), it is logically 
impossible for two individuals to have perfect foresight of each other’s actions and 
to act upon it. More accurately, this is possible only if the activities of both are 
preconcerted. 

13 The known imperfection of correspondence between motive and result is 
further proof that we do not infer the former from the latter. Apparently it cannot 
be too often repeated that conduct cannot be interpreted in terms of positive cate- 
gories. The phenomenal sequences of positive science cannot in any sense be 
problem-solving, while this is the most important fact about human conduct. Con- 
sequently any attempt to universalize positive categories involves denying the 
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Superficially considered, economic knowledge presents a cer- 
tain parallelism with our knowledge that a perfect circle has cer- 
tain properties, but that no empirical circle is perfect (or we could 
not know it if it were). But there is first the categorical difference 
already mentioned, that one can investigate empirically the im- 
perfections of the circle, to practically any degree of accuracy 
worth the trouble, while this is possible for economic behavior 
only within the narrowest limits at best, and in a completely dif- 
ferent sense of the word “empirical’’—so different as to make it 
essentially a different word, if it is used at all. Methodologically | 
considered, economics is a highly abstract “‘concrete deductive” 
science, similar to geometry or to mathematical mechanics; but 
in addition its data are intuitive in a far higher or purer sense than 
is true of mathematics itself (cf. above, p. 8). A closer parallel 
to the economic case from the physical world would be that of a 
law of physics involving a time sequence in phenomena, such as 
the law that the orbit of a body moving in a gravitational field is 
one of the conic sections. 

The vital difference between the economic law of a maximum 
and the conic-section principle is that in connection with the 
former we have two independent sources of information, if not 
in fact three, which should be distinguished, and they do not 
agree. We know something about economic behavior and its 
motives in the same general way that we know about orbits and 
the “forces” which lie behind them, i.e., through sense observa- 
tion and inference from observed behavior, in the physical sense. 
Motive in this connection is closely analogous to physical force." 
We also, however, know about motive through the general process 
of intercommunication between our own minds and other minds, 


reality of the notion of a problem or solution, or question or answer. Of course it 
also involves denying the meaning of denial and asserts that illusion and error are 
themselves illusion and error. Limitations of the economic character of choice, in 
favor of factors still further removed from positive “factuality,”’ will be considered 
presently. 

14 Force also—as every student or thoughtful person knows—is “metaphysical” 
and repugnant to the scientific intellect, and serious efforts have been made to 
build the theory of mechanics without it (without success!). 
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which is the fundamental basis of all knowledge, whether of the 
world or of mind (meaning human minds, primarily normal), and 
the basis of intelligence itself. The first difficulty of scientific 
method in economics is that the two main sources of information 
inherently disagree. Motives as inferred from their “effects” and 
motives as known directly by “internal observation” do not ac- 
curately correspond. (This fact is a condition of the existence of 
motivated behavior or conduct.) Perhaps it is more accurate to 
say that we know directly about the failure to correspond itself— 
due to error, prejudice, etc.—through the primary source or medi- 
um of knowledge, intercommunication. But if we raise the ques- 
tion of “testing” our knowledge of motivation in any particular 
case by an ad hoc investigation, in the only sense in which this is 
possible, it would appear that we bring in a third source of knowl- 
edge which probably ought to be distinguished from the general 
knowledge of mind derived from social intercourse. This is ex- 
plicit questioning with answers based on explicit and critical in- 
trospection on the part of the economic subject making the choice. 


We come now to another, and if possible even more essential, 
item in connection with the discussion of the basic concepts in 
economics—especially with reference to the positive or factual 
character of its data—which is entirely ignored by Mr. Hutchison. 
In the demarcation of economics, the interests of the individual (or 
those of the state, for the economics of totalitarian collectivism) 
are regularly and properly taken as factual data. It is usually 
made explicitly clear that in economics as a science no question is 
raised as to the “validity” of the ‘“‘actual” scale of preferences of 
the economic subject. And our own discussion so far has accepted 
this view that preferences themselves are simply facts, the only 
question being as to how these facts are known. It must now be 
emphasized that this position is possible only for a treatment lim- 
ited to the character of “pure” economics, completely divorced 
from any consideration of criticism or guidance of social action. 
In so far as any treatment of economics makes explicit reference to 
the merits of any social policy, some theory of value, beyond fac- 
tual preference, is necessarily involved. This is just as true for 
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rigorous laisser-faire individualism as it is for any form or degree of 
interference or “‘control.”’ Individualism, as a subject of approval 
or disapproval, is a social policy and an ethical category. 

Moreover, a really thoroughgoing laisser-faire individualism, 
accepting individual preferences as absolutely final, not only has 
never been either practiced in or advocated for any “‘society” (a 
political concept) but is even theoretically impossible under any 
conditions fundamentally like those of the real world. For, in a 
world in which individuals grow old and die and are replaced by 
new units who are born as “infants” and are necessarily reared 
and educated in the society in which they are to live and function 
as members, it is merely absurd to treat the individual as a datum 
for purposes of decisions regarding social policy. Any change in 
policy will affect the kind of individuals of which society in future 
time will be composed, and not merely the relations between in- 
dividuals, and these consequences cannot be ignored. And it is a 
fact to be kept in mind and recognized as a condition of talking 
sense about human interests, that everyone, habitually and inevi- 
tably, makes a distinction, which is vital, however vague it may be, 
between personal preferences and values assumed to be objective. 
(This means imperative but not absolute.) The social assertion of 
an individual preference itself rests on such a judgment of value; 
it is essentially a “right” in so far as it has any significance what- 
ever.’ No discussion of group action can be carried on in proposi- 
tions which merely state what “I want.” 

*s Mr. Hutchison appends to his book an eight-page discussion of economic 
policy, in the form of a destructive criticism of ‘“‘Some Postulates of Economic 
Liberalism.”’ It contains many good points, and is characteristically notable for 
the citations in the footnotes. It certainly overstates vastly any claim ever seriously 
made on behalf of ‘‘classical economics” in alleging its position to be “that Economic 
Science quite definitely demonstrates that a Liberal, capitalist, laissez-faire economic 
policy leads to maximum returns for the community or to greater returns than any 
collectively planned economic policy” (p. 177). (And Professor von Mises would 
hardly be generally accepted as ‘“‘the leader of contemporary Economic Liberalism,” 
unless this means the academic opponent of socialism most conspicuous for the ex- 
tremism of his position.) 

The main defects of the Appendix seem to the reviewer to be two: First, the 
author does not recognize the obvious reservation for any defense of economic 


individualism (in addition to frictional limitations) that even in so far as the system 
“works” in accord with its theory, individuals—which really means families— 
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But the value judgment has also a more immediate significance 
for the discussion of social policy. Judgments of value are also 
facts, data, and data of supreme importance. Social discussion 
has not only to be relative to some ideal of what policy ought to 
be, in the judgment of the parties to it; it also has to make a cate- 
gorical distinction between what the individual members of any 
society affected by policy at the moment regard as right, or as 
rights, and what they, as individuals or as groups, sects, or what- 
not, merely want. It is an indubitable fact that every normal in- 
dividual makes this distinction in his own thinking with reference 
both to his interests and conduct and to those of other persons; 
and the fact that he usually does not, in the opinion of others, 
make it very accurately—especially in the sense that he tends to 
erect nearly every interest or wish of any importance into a right 
—by no means implies either that the distinction can be ignored 
or that it is possible to discuss group policy or the behavior of in- 
dividuals in groups without recognizing that there is a valid 
though unprecise distinction. 

The economic view is only one aspect of motivation and is 
usually severely limited in various directions by a number of other 


share in the social product on the basis of productive capacity furnished (as meas- 
ured by its sale value) which is perhaps never defended as having any close cor- 
respondence with ideal ethical desert, particularly for the dependent members of 
the family unit. More generally, he also takes the individual as a datum and com- 
pletely fails to recognize the point emphasized in our text above: that any ap- 
proval or disapproval of any social policy must rest on ethical value judgments of 
some sort. (Also, as will be presently observed, human-social interests and values 
are at best only to a very limited extent covered by the conception of economic 
efficiency, even in the broadest possible definition.) 

Second, he evades the main issue in formally declining to discuss “‘the relations 
of democratic authority and of experts to the general public” (p. 181), which in our 
view is wholly, and not merely “‘largely,” as he says, ‘‘a political issue’’ and is virtu- 
ally the whole issue in the problem of collectivism. But previously (p. 180) he has 
practically begged the question for collectivism by stating that its experts would be 
‘chosen and dismissable by those who hired them,”’ implying that this would be true 
in the sense significant for the individuals whose lives would be regulated by these 
experts. Moreover, his entire discussion relates explicitly to a “‘social-democratic 
Utopia,” which experience and abstract reasoning both indicate is impossible— 
a practical contradiction in terms. 





“WHAT IS TRUTH” IN ECONOMICS? 25 


aspects. Activities conform only in part, and usually in a rather 
limited degree, if rigorously examined, to the economic principle 
that the motive is to realize given ends in the maximum degree 
possible with given means. The value of an action to the individ- 
ual is only in part a function of the result achieved or to be 
achieved. To begin with, it is typical that the value is connected 
with the achievement of a result, and yet not dependent on any 
value in the result itself. Perhaps the simplest illustration is that 
a “good” game must be good for the defeated party, whose efforts 
are frustrated and fail, as well as for the winner, while even for the 
winner the concrete result—the score made in whatever form—is 
of no significance when achieved. This is as clear in the case of 
solitaire as in a competitive game. (The positivist might well 
ponder the fact that no objective definition can be given of “work” 
and “play,” fundamental as the concepts are in any discussion of 
economics or of conduct in general.) 

In addition, we all know that we generally do not know at all 
accurately what we want, and in considerable measure act to find 
out. And our interests are to a considerable extent explorative in 
a more intrinsic sense; the motive of action is in part curiosity as 
to what ‘he result will be, and hence depends on partial ignorance 
of the result when the action is performed. It is undoubtedly a 
general principle that ends are more or less defined in the process 
of realization, and that the interest and value in an action centers 
in this redefinition as well as in the achievement of any result giv- 
en in anticipation. 

The role of the value judgment in individual motivation consti- 
tutes a more serious limitation on the economic view of motiva- 
tion. One commonly wants to do the “right” thing, without know- 
ing what it is, in contrast with wanting to do any given thing. 
In this case the problem in action is to decide upon an end, upon 
what to want, as well as to achieve one’s desire. And “rightness” 
has a variety of meanings; we want to be right in a mere conven- 
tional meaning and also in several “‘real”’ senses—aesthetically, 
intellectually, and morally. And the economic aspect of behavior 
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itself has its own quality of rightness, beyond mere desire; it is 
within limits a “matter of principle” ; “waste is sin.”*® 

We have indicated only a part of the plurality of categories 
necessary for the interpretation of economic behavior. The same 
concrete behavior phenomena form the subject matter of all the 
social sciences, including psychology, and may be considered by 
the physical and biological sciences as well. A serious analysis of 
“social phenomena,” oriented to the methodological controversies 
which have been rife in recent years (and more or less since the 
development of the Historical School), would have to be based on 
a quite complicated pluralism. The main types of categories in 
terms of which any human act would have to be explained may be 
suggested by the following summary classification. This could be 
greatly expanded, and all the categories apply to virtually every 
conscious human action. It is particularly to be emphasized that 
even at the lowest factual level, truth and knowledge are insepa- 
rably related, not only to interests but to values. Truth itself is a 


value. 


I. Positivistic. (Causal laws in the sense of phenomenal uniformity, in con- 
trast with motivation as an efficient cause, i.e., excluding deliberation 
and problem-solving; if consciousness is recognized, it is treated as 
“epiphenomenal.’’) 

1. Physical causality, or behaviorism. To be applied as a matter of 
course, as far as it can be, as far as it can yield answers to our ques- 
tions. Measurement and correlation (statistics). 

2. Historical causality. Linguistics is the type of a social science using 
the historical or institutional method, but it is also valid to a con- 
siderable extent for other departments of social behavior, including 
the “economic.” (There is usually little question of deliberately 
changing a mode of institutional behavior, as the case of language 
adequately illustrates; also “observation” of meanings is a special 
problem.) 

2a. Biological interpretation, involving such essentially teleological con- 
cepts as competitive struggle and adaptation—as applied to plant 
or unconscious life—is an intermediate or hybrid category. 

II. Motivated, or deliberately problem-solving action. (Both “problem” 
and “solution” seem to be indefinable, doubtless the most important 
indefinables of our thinking.) 

*6 For a full discussion of this theme of the value judgment inherent in the notion 
of economy itself, cf. the admirable essay by Alex L. Macfie, The Nature of Economy 

and Value (London: Macmillan & Co., Ltd., 1937). 
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1. Economic behavior. A subject uses given means to realize given 
ends, only the procedure being problematical. (Taken in the strict 
sense, this applies only to “stationary conditions,” but all delibera- 
tive behavior is economic “‘in so far as,” and in the sense that, ends 
and means are given and the problem is that of procedure.) 

2. Action in which the motive is abstract or social, such as interest 
in action or power as such, achievement, curiosity, conformity (to 
fashion or to law), distinction, co-operation, competition (“‘victory’’), 
etc., but where no value judgment is involved. 

3. Action in which the evaluation of the end is the main deliberative 
problem. This category includes intellectual, aesthetic, and ethical 
activity, or the pursuit of the proverbial trio, “the true, the beauti- 
ful, and the good.” 


The positivist who would seriously try to be consistent and 
thoroughgoing would have to stick strictly to the realm of physical 
causality (uniformity of sequence) and deny the relevance of any 
other categories of interpretation. As we have seen, the validity 
of the notion of economy itself, or any interpretation of behavior 
in terms of motives, depends on the factor of error or uncertainty 
in numerous forms. But all such considerations—all conception 
of any process as problem-solving in any sense—are excluded by 
the preconceptions of positivism, are rejected as unreal, transcen- 
dental, or mystical. 

It would hardly seem to call for argument that the methodology 
of economic theory should be worked out in relation to the func- 
tion performed by the science or discipline in the education of the 
individual—the reason, apart from intellectual curiosity or gen- 
eral culture, on account of which most students will be interested 
in it. The first fact for emphasis regarding the relation between 
economic theory and action or conduct is that the activities for 
which it should furnish guidance are those of the citizen and 
statesman, not those of the individual as a wirtschaftender Mensch. 
Its practical problems are those of social policy. And the first req- 
uisite for “talking sense” about social policy is to avoid the nearly 
universal error of regarding the problem as in any sense closely 
parallel in form to the scientific-technological problem of using 
means to realize ends. The social problem, and the only problem 
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which should properly be called social, is that of establishing a 
social consensus on matters of policy. 

This is in no sense a scientific-technical or manipulative prob- 
lem, unless we consider “society” under the form of a dictator- 
ship over which the dictator is proprietor as well as sovereign, 
and as an enterprise which is to be managed solely in his interest. 
And even then the manipulative problem would be categorically 
different in form from that presented by the effort of human be- 
ings to exploit the objects and forces of nature. The manipulation 
—or “control,” in the only proper sense of that word—of human 
beings (by other human beings) is almost entirely immoral and to 
be prevented ; and when it is accomplished it is through such proc- 
esses as coercion or persuasion, or especially deception, none of 
which has any meaning in connection with the control of natural 
objects by men. (The higher animals, especially those domesti- 
cated, are in an intermediate position.) If society is in any sense 
democratic or free, its problems are problems of group decision 
and group self-determination, in connection with which control 
is a misleading term. 

The social action which the study of economics has as its func- 
tion to guide, or at least to illuminate, is essentially that of making 
“rules of the game,” in the shape of law, for economic relation- 
ships. The concrete form of such rules will be overwhelmingly 
that of taxes, or of prohibitions of particular lines of activity, sub- 
ject to penalties. Consequently, the problem of prediction which 
is set for economics as a science may be said to be that of the in- 
dividual reaction, as consumer or producer, to price data, or more 
specifically, to price changes. The problem of the role of general 
economic theory in such prediction is, then, to show what can be 
inferred from the general principles or axioms of diminishing util- 
ity and diminishing (technical) returns, both of which may be 
viewed as particular cases of the more inclusive principle of sub- 
stitution. 

The limitations of the possibility of prediction need all possible 
emphasis if the theory is not to be misused, and they are quite 
drastic. In the first place, it is evident that only the direction of 
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the response, i.e., whether a given activity will be increased or 
’ decreased, can possibly be inferred from theory alone. The 
amount of response to a change of given magnitude (except reduc- 
tion from the actual volume to zero) can in the nature of the case 
be known only from empirical-historical data stating the facts of 
past reactions to various price situations, or, conceivably, from 
answers by individuals to hypothetical questions. 

And there are two other important reservations to be empha- 
sized—in addition to the principle of caeteris paribus, which should 
hardly need to be mentioned. (It should hardly be necessary to 
remind any educated person that the effect of any one cause must 
be considered apart from the possible effects of other causes which 
may be operating at the same time.) The first of the two impor- 
tant reservations is that the individual’s satisfaction function or 
indifference-map must be assumed to remain the same during and 
after the change. (This obviously might be included under 
caeteris paribus.) The second reservation is that a person rarely 
acts exclusively on the basis of a satisfaction function. This means 
two things: (a) that the motivation is not purely economic, and 
(6) that the choice is not free from error. Both are excluded from 
the notion of behaving “rationally,” in the economic sense. 

The assumption of a stable satisfaction function is of course 
highly unreliable, but it has predictive value, in the absence of 
any discoverable reason for believing that it has changed. The 
point is important particularly because of the difference between 
predicting human behavior and predicting the behavior of physi- 
cal objects under changed conditions, in that the latter neither be- 
have irrationally or sentimentally, nor make mistakes, nor 
“change their minds” (and more or less correspondingly their re- 
action patterns), as human beings are notoriously liable to do. 
This trait of human beings, in contrast with physical things, whose 
responses reflect an inner nature which is either invariant or 
changes only for objectively discoverable reasons, is admittedly 
embarrassing to the economist as a scientist, but there does not 
seem to be anything that he can do about it. It is particularly to 
be noted that change of mind upsets any positivistic prediction 
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on the basis of observation of previous behavior to the same extent 
as it does predictions based on inference from the abstract eco- 
nomic laws.*? 

Economic positivists and empiricists have apparently given 
little thought to the manner in which we actually predict human 
behavior in everyday experience. The “law of large numbers” is 
applicable where large numbers of human beings behave indi- 
vidually in fairly standardized situations—the case of “insurable” 
contingencies or risks. In the prediction of individual behavior— 
one’s own or that of an acquaintance or of a stranger—concrete 
records of past performance play a relatively small role in com- 
parison with more subtle bases of insight into character and per- 
sonality. If one wanted to predict the answer which an individual 
would get to an assigned simple problem in arithmetic, the first 
and principal basis would be to work the problem and see what is 
the “right” answer; and the next step would presumably be to in- 
quire into his “competence.”’ But arithmetic, be it noted, is the 
science of “right” answers, not a statistical study of those which 
men actually get.) Where large numbers of human beings act as 
groups, and not individually, the basis of prediction is “social 


psychology,” which even more than that of individuals is a matter 
of insight and interpretation, in contrast with statistical extra- 
polation. 

In short: The formal principles of economic theory can never 
carry anyone very far toward the prediction or technical control 
of the corresponding economic behavior. But such a result, by 
any method, is both utterly abhorrent to all humane thinking, and 


17 A more fundamental weakness of inductive prediction in economics is that 
empirical (i.e., statistical) data never present anything like an exhaustive analysis of 
phenomenal sequences down to really elementary components, and the correlation 
of and extrapolation from composite magnitudes or series never can be very reliable. 
The real unit would be an invariant and measurable human trait, either an interest 
or a response independent of interests, a reflex. Mention of the effort and high- 
grade intellectual energy which has been expended in attempting to predict the 
course of various statistical economic series—and specifically the prices on the or- 
ganized stock and produce exchanges—should be a sufficient reminder of the diffi- 
culties and limitations inherent in such projects; analytical studies of ‘‘forecasting”’ 
make it doubtful whether the results (so far) are much better than random guesses. 
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self-contradictory. The intelligent application of these principles 
is a first step, and chiefly significant negatively rather than posi- 
tively, for showing what is “wrong” rather than what is “right,”’ 
in an existing situation and in any proposed line of action. Con- 
crete and positive answers to questions in the field of economic 
science or policy depend in the first place on judgments of value 
and as to procedure on a broad, general education in the cultural 
sense, and on “insight” into human nature and social values, 
rather than on the findings of any possible positive science. From 
this point of view the need is for an interpretative study (ver- 
stehende Wissenschaft) which, however, would need to go far be- 
yond any possible boundaries of economics and should include the 
humanities as well as the entire field of the social disciplines. 
However, a sound investigation of problems recognized as eco- 
nomic, and of proposed lines of social action, would yield results 
surprising to the critics, as to the proportion of such questions 
which could practically be settled on the basis of a reasonable 
interpretation and application of sound economic theory. 


All this negatively critical discussion of Mr. Hutchison’s “posi- 
tion” does not imply that a student may not derive much useful 
education, in economics and in wider fields, from the study of his 
book. It is a very “learned” work, citing and quoting extensively, 
and hence is valuable as an introduction to the literature of its 
field. Its fallacies are rather those of omission—what it excludes 
rather than what it contains. But the exclusion is itself positive, 
not to say dogmatic; and in the reviewer’s opinion its study ought 
to be accompanied by adequate warning of its limitations. It is 
perhaps the chief merit of the work that, as we have pointed out, 
the author ends up by virtually abandoning the “criteria” on 
which at first he lays so much emphasis. 

From the very nature of conduct as problem-solving, and from 
the character of human problems, even at the level of relative 
simplicity considered in economic theory—and because no prob- 
lem is purely economic except by abstraction from other and more 
important features of concrete human interests—it follows that 
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“criteria” apply only superficially to statements about conduct. 
The limited part or aspect of human problems which can be treated 
in the form of positive science is the subject matter of the positive 
natural sciences, long since separated out and recognized as such 
—by abstraction from the complexity and waywardness of reality 
as a whole."® These sciences, indeed, include all the natural sci- 
ences of man and, specifically, all the branches of “sociology,” in 
so far as their votaries have succeeded in developing these as 
positive sciences. In the nature of the case again, the limits to the 
development of positive sciences of human behavior are to be 
determined by “trying,” and not by “theorizing.”” But there can- 
not possibly be any boundary with any degree of definiteness be- 
tween the spheres of “‘determinateness” and of “freedom.” 


8 An ultimate limit to scientific explanation is of course set by the fact that the 
explanation of mental process is itself a mental process, so that any exhaustive 
explanation would have to explain both itself and the explainer. This not only 
starts a regress to infinity, but contradicts the nature of thinking as an activity. 
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INTRODUCTION 


REVIEW of the history of the United States from Colo- 
A nial days to the present time would reveal a changing 
role played by the southern states from that of leader- 
ship to that of decline in comparison with other regions of the 
country. Before 1830 the South was strong economically; it held 
leadership politically and was the center of many social reforms. 
In 1790 Virginia led all the states in population, and North 
Carolina was third. The four southern states of Virginia, North 
Carolina, South Carolina, and Georgia included almost one-half 
of the total population of the country, and fully one-half of the 
area, and accounted for one-third of the exports. Virginia ranked 
second in value of exports and South Carolina third. As late as 
1810 the value of manufactured goods in North Carolina was 
thought to exceed that of Massachusetts. 

Pre-eminence of southern leaders in national political affairs 
was apparent during the formative and developmental period of 
our governmental structure. The Declaration of Independence 
was written by a Virginian; the Articles of Confederation were 
largely the work of Virginians; four of the first five presidents were 
Virginians; the chief expounder of the Constitution in its early 
years was a Virginian; and fourteen of the seventeen presidential 
administrations to 1850 were headed by southerners. 

The South was the center of a liberal philosophy in education, 
religion, and social reform during this early period. Obviously, 
this liberal point of view did not apply generally to the slave ques- 
tion. 

Although the South had fitted well into the English Colonial 
system prior to the Revolution, much manufacturing had devel- 
oped in this region. In 1791 Tench Coxe estimated that many 
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sections of the South manufactured as many goods at home as 
were imported. Gallatin reported similarly in 1810. Particularly 
important were spinning and weaving in the home and in fac- 
tories and production of wood and iron products for domestic use. 
Much the same type of legislative encouragement was given man- 
ufacturing in the South as was given in other sections. Indeed, the 
South, in general, went along with the nation without any sharp 
cleavage until about 1830. The protective tariff of 1816 was fa- 
vored by a majority of southern congressional representatives. 
By 1820, however, their position on the tariff question had shifted. 
It was now becoming definitely recognized that the destiny of the 
South was tied up with cotton production and the slave system. 

The invention of the cotton gin in 1793, the rapidly developing 
Industrial Revolution in England requiring large supplies of cot- 
ton, and the existence of a supply of slave labor committed the 
South to an agricultural system. So far as the South was con- 
cerned, the force of these factors outweighed the influence of other 
considerations—the Napoleonic Wars and recognition of the need 
for economic independence of foreign countries, the introduction 
of machinery from England, the existence of available resources 
for manufacturing—that were moving other sections of the coun- 
try toward a more balanced economy. 

Because of the expansion of the North in territory and popula- 
tion, the decline of the South politically could be forecast by 1830. 
The issue involving extension of slavery into new states became 
the focal point of the larger struggle for political control of the 
nation. 

This struggle, culminating in the Civil War, settled certain 
political questions, but two decades were required to restore 
important branches of the economy of the South to its 1860 level 
of productivity. The war had freed the slaves, but the negroes 
remained to constitute a labor supply especially suited to agri- 
culture, chiefly cotton production. A vicious system of tenancy, 
accompanied by an atrocious credit system, supplanted slavery 
and gave to the South an economy as one-sided as that prevailing 
prior to 1860. In 1930 the South occupied practically the same 
position in manufacturing relative to the nation as a whole as 
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it did in 1860. Although substantial developments in manufac- 
turing had occurred in the South, the other sections of the coun- 
try had made like progress. Instead of the Civil War improving 
the economy of the South, a system was fastened upon it that 
further devastated the soil, left mineral resources undeveloped, 
and drained away the best trained of its population to other sec- 
tions. Cotton production, the leading source of income to a 
people predominantly agricultural, furnished a supply of raw 
material to be manufactured either in other sections of this coun- 
try or in foreign countries. Subject to all the vicissitudes of sharp 
changes in supply-and-demand conditions, income from the sale 
of cotton, produced by primitive technology, afforded only a low 
per capita income to be spent on products which in large part 
were bought in markets protected by high tariffs. Capital from 
other sections was slow in seeking investment in the South, owing 
either to more favorable opportunities in expanding areas in the 
United States and in foreign countries or, in some cases, to opposi- 
tion to “big business” in the South." 

With this brief review of the background of the southern econ- 


omy in mind, attention is directed to a study of the population 
resources of the South at the present time, of progress made by 
the people in developing natural resources, and of problems now 
facing this section of the country. 


POPULATION 


From 1900 to 1930 the population of twelve southern states? 
increased over 48.5 per cent while the population of the country 
as a whole increased 61.7 per cent. For the decade 1920-30 the 
increase for these twelve southern states was only 14 per cent 
against an increase of 16.1 per cent for the entire country. South- 
ern states showing the greatest increases during this decade were 

* E.g., Mississippi only in 1924 removed a statute prohibiting incorporation of 
businesses of a million dollars or more capitalization. This legislation definitely 
prevented certain corporations from coming to Mississippi. 

? Virginia, North Carolina, South Carolina, Georgia, Florida, Kentucky, Tennes- 
see, Alabama, Mississippi, Arkansas, Louisiana, Texas. Unless otherwise desig- 
nated, the “‘South”’ as used in this paper is confined to these states, and the “‘South- 
east’”’ is meant to include all these states except Texas. 
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Florida, Texas, and North Carolina with 51.6, 24.9, and 23.9 
per cent, respectively. In the decade 1910-20 the South showed 
an increase of almost 11.5 per cent; the increase for the entire 
country amounted to 14.9 per cent.’ 

The natural rate of human reproduction in the South‘ exceeds 
that of any other region. Excess of births over deaths is reported 
at ten per thousand as compared with a national average of 
seven per thousand. The National Resources Committee’s study 
on population’ reveals that 55 per cent of the natural increase in 
population of the United States comes from three regions—the 
Southeast, Southwest, and Northwest—which have only about 
one-third of the total population. The other regions, with 66 per 
cent of the total population in 1930, were accounting for only 
45 per cent of the natural increase. 

Emigration of people born in the Southeast is clearly indicated 
by a recent study.® Of the native population of the United States 
in 1930, 28.7 millions were born in the Southeast, 24.1 millions 
of them in rural districts, and 4.6 millions in cities; only 17.5 
millions of those born in southern rural districts lived in the area 
of their birth, and 6.5 millions have moved elsewhere. Of the 
latter, 3.8 millions have left the section entirely, while 2.9 millions 
have moved to southeastern cities. Only 400,000 have come into 
the Southeast, leaving a net loss of 3.4 millions. Since the higher 
birth rates are in rural communities, these figures indicate that the 
rural South is exporting a large portion of her population to other 
regions and also sending large numbers to southern cities. Migra- 
tion has operated to increase the deficiency of productive human 
resources in the South. It has been found that 45 per cent of dis- 
tinguished social scientists and 60 per cent of the natural scientists 
who were born in the South are living outside that area.’ Migra- 

3 These figures are computed from Bureau of the Census, Fifteenth Census of the 
United States, 1930, Vol. I: Population (Washington, 1931). 

4 Includes all the states in the Southeast, plus Texas and Oklahoma. 

5 The Problems of a Changing Population (Washington, 1938), p. 120. 

6T. J. Woofter, “Southern Population and Social Planning,” Social Forces, 
XIV (1935), 17. 

7 Ibid., p. 18. ‘‘About one child of every eight born and educated in Alabama or 
Mississippi contributes his life’s productivity to some other State” (National 
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tion into the South from other regions has not offset the outward 
flow. 

More adequate appraisal of the implications of population 
changes is reserved until further qualitative analysis of population 
is made. The negro population comprised almost 28 per cent 
of the total population of the South in 1930; the distribution 
ranged from 8.6 per cent of the total in Kentucky to 50.2 per 
cent in Mississippi. The negro element in the population has 
shown a decreased ratio to total population for each decade since 
1900—from 35.4 per cent in that year to 27.6 per cent in 1930.° 
Table 1 shows that the ratio of urban population to the total for 
the South was about 31.9 per cent as against a ratio of 56.2 per 
cent for the country as a whole in 1930. These figures compare 
with 20.2 per cent in 1910 and 25.3 per cent in 1920 for the south- 
ern states and 45.9 per cent and 51.4 per cent for the United 
States.? Of the 25.5 millions of population in eleven southeastern 
states, almost 18 millions lived in rural districts; 12.5 millions, 
or almost 70 per cent, were whites, and 5.5 millions, or slightly 
over 30 per cent, were negroes. Only seven cities in the South 
had a population of as much as 100,000 each in 1910; in 1920 there 
were eleven, and by 1930 the number had increased to eighteen. 

The South has long boasted of being almost 100 per cent “pure 
American.” According to the census of 1930, 97.8 per cent of the 
total population of thirteen southern states’ was native born. 
Doubtless, the South has suffered from the lack of infusion of new 
blood from abroad and lack of sufficient migration to the South 
from other sections of the United States." 


Emergency Economic Council, Report on Economic Conditions of the South [Wash- 
ington, 1938], p. 17). 

§ Bureau of the Census, op. cit. The crude rate of natural increase for negroes in 
the Southeast between 1920 and 1930 was about ten and for whites about fifteen per 
thousand in rural districts (Howard W. Odum, Southern Regions of the United States 
[Chapel Hill, N. C., 1936], p. 469). 

* Computed from data found in U.S. Bureau of Foreign and Domestic Commerce, 
Statistical Abstract of the United States, 1931. “‘Urban”’ is defined to include cities of 
2,500 Or more. 

*¢ Southeastern states plus Texas and Oklahoma. 

* This view is recognized today by southerners, as evidenced by the testimony of 
Dean Carroll of the University of North Carolina before the Senate Immigration 
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Judged by educational standards, the people of the South do 
not compare favorably with those of the country as a whole or 
with those of any of the other major sections. Illiteracy in the 
total population ten years old or over in thirteen southern states” 
averaged 8.8 per cent in 1930, compared with a figure of 4.3 per 
cent for the entire country. The ratio ranges from 2.8 per cent 


TABLE 1* 


PERCENTAGE DISTRIBUTION OF POPULATION IN THE UNITED STATES 
AND IN THE SOUTH, RURAL AND URBAN 
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* Source: U.S. Bureau of the Census, Census of the United States, 1900 and 1930, Population. 


in Oklahoma to 14.9 per cent in South Carolina." The range be- 
tween the highest and lowest rates in 1910 was from 29 per cent 
in Louisiana to 5.6 per cent in Oklahoma. High average rates of 
illiteracy in the South are associated in large part with the num- 
ber of negroes;'* however, it is gratifying to observe phenomenal 
educational progress among negroes in that region. 


Committee (Joint Hearings on S.J. Res. 64 and H.J. Res. 168 (66th Cong., 1st sess.; 
Washington, April, 1939], pp. 152-55). 

12 Southeast plus Texas and Oklahoma. 

13 Bureau of the Census, op. cit. 

™4 Negro illiteracy in Tennessee, Alabama, South Carolina, and Mississippi in 
1930 was 36.5, 26, 26, and 23 per cent, respectively; white illiteracy in these four 
states was 5.4, 4.8, 5.1, and 2.7 per cent, respectively. 
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Measured in terms of number of children of school ages per 
thousand of population aged twenty to sixty-four years, the South- 
east and the Southwest have the heaviest educational burden of 
any region of the country. When considered in relation to income 
available to support educational facilities, the heavier burden is 
even more evident. Because of the higher birth rate and the mi- 
gration of adult workers, the proportion of productive workers to 
school children is lower than elsewhere in the United States. 
With 14.66 per cent of the total national income, these states‘ 
must educate 31.77 per cent of the population aged five to seven- 
teen years.”® If it ranks lowest in terms of expenditure per child, 
in salaries paid to teachers, and in value of buildings and school 
equipment per child, the South devotes a larger share of its tax 
resources and of its total income to the support of schools than 
any other region.'? Education on the college and university level, 
although recently showing vast improvement, is still below the 
standards of other sections. More attractive salaries, lighter 
teaching loads, greater security of tenure, and increased financial 
support for research and graduate study would add to the effi- 
ciency of these southern institutions and would, in the years to 
come, contribute to the economic productiveness of the region. 

Enough has been said to indicate conclusively that any serious 
study of the South’s economic problems must not omit an ap- 
praisal of the quantitative and qualitative characteristics of the 
population. In brief, this region has the highest natural rate of 
human reproduction of any region of the United States and suffers 
a loss through migration of a substantial portion of its well- 
trained, middle-aged people, leaving a relatively large number of 
young people to be supported out of incomes that are the lowest 
in the country. 

INCOME 

The following analysis of total accountable income of the people 
of the South gives considerable insight into the economic status of 
people in that area. Although income figures, no doubt, are the 

*s Ten southeastern states plus Texas and Oklahoma. 

*6 National Resources Committee, op. cit., p. 207. 

"1 Ibid., pp. 216-21; Odum, of. cit., pp. 99 ff. 
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best measures of the well-being of a people, they must be inter- 
preted cautiously to take account of errors of estimates and to al- 
low for factors which the figures themselves do not reflect. This 
is particularly true when comparing income of large groups of 
people in different sections of the country. For example, in com- 
paring the South with other regions, one must keep in mind dif- 
ferences in skills of the population, influences of climate on living 
costs, and differences in types of work and amount of productive 
exertion. In spite of such qualifying factors, however, income 
figures are valuable in reflecting purchasing power of the people of 
a given region and can be used for many other practical purposes. 

Seventeen southern states‘® have 30 per cent of the land area, 
contain about 30 per cent of the population, and receive about 
20 per cent of the national income.’? Twelve states comprising 
the Southeast and Texas in 1929 had 25.5 per cent of the popula- 
tion and received only 14.1 per cent”® of the total national income. 
Eight densely populated and highly industrialized Middle Atlan- 
tic and North Central states, with only 12 per cent of the land 
area, had 40 per cent of the population and over 50 per cent of 
the incomc. Lowest per capita incomes are those of the South, 
where the negro population is relatively large and where compara- 
tively little industrial development is found; the range in 1929 
was from $263 in South Carolina to $510 in Florida against an 
average of $652 for the entire country.” Especially low incomes 
are found in the states of North Carolina, South Carolina, Geor- 
gia, Tennessee, Alabama, Mississippi, Louisiana, and Arkansas, 
where the per capita incomes ranged from $263 to $386. Of the 
productive income received in twelve southern states in 1929, 63 
per cent was derived from wages and salaries as against 69 per 
cent for the entire country; 29 per cent from entrepreneurial in- 
come against 19 per cent; and 8 per cent from combined dividends, 


8 Those in South Atlantic, East South Central, and West South Central sec- 
tions. 

9 Figures for 1935. Study made by the National Industrial Conference Board 
(J. A. Slaughter, Incomes Received in the Various States, 1929-1935 [New York: 
National Industrial Conference Board, 1937], pp. 28-29). 


2° In 1935 they received 15.7 per cent. t Slaughter, op. cit., p. 30. 
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interest, net rents, and royalties as against 12 per cent for the 
whole of the country.” In Table 2 is presented a comparison of 
the percentage distribution of production income for the United 
States and for each of the southern states for 1935. The South 
derives a smaller total share of its productive income from wages, 
a larger share from entrepreneurial income, and a smaller share 











TABLE 2* 
PERCENTAGE DISTRIBUTION OF PRODUCTION INCOME RECEIVED 
BY TYPES, 1935 

Salaries Entrepre- Net Rents 
AREAS and neurial Dividends Interest and 

Wages Income Royalties 
United States........ 68.8 18.6 5.3 5.9 1.4 
0 eer 69.5 21.7 3-9 3-7 1.2 
North Carolina...... 60.8 32.8 4-4 °.9 1.1 
South Carolina....... 66.9 28.9 1.4 2.0 0.8 
REE 66.5 27.2 2.8 2.0 1.2 
 ivgien <axen ws 61.8 25.2 5.7 5.6 2.7 
0 Ee 63.3 29.0 3-7 2.8 1.2 
CO ere 67.0 26.1 3-1 2.5 1.3 
CO ee 65.1 29.6 1.6 2.7 1.1 
Mississippi. ......... 52.9 43.3 1.0 1.7 1.2 
EES 54.6 40.9 1.1 1.9 1.5 
NS oon sa ceee 67.5 24.2 2.5 3.8 2.0 
_ eee 62.2 27.8 2.8 3.5 3-7 




















* Source: John A. Slaughter, Income Received in the Various States, 1929-1935 (New York: Na- 
tional Industrial Conference Board, 1937), p. 40 (table). 


from dividends, interest, rents, and royalties than does the rest of 
the country. Greater stability in total income is indicated for the 
South than for the United States as a whole. With 1929 as the 
base year, the income of twelve southern states in 1935 was ap- 
proximately 76 per cent in comparison with 69 per cent for the 
entire country.” 


AGRICULTURE AND ITS PROBLEMS 
The severity of life in the South as measured by low incomes, 
high illiteracy rates, and low standards of living in relation to 
other parts of the country has long been associated with the ab- 
sence of a balanced economy. Commercial agriculture in the 
2 Ibid., p. 40. *3 Compiled from ibid., p. 28. 
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South was first organized around the production of cotton, to- 
bacco, rice, and sugar cane. Although there have been changes in 
the relative importance of agricultural commodities produced, in 
general, the land has been used largely to grow crops that, in the 
absence of a rotation system, depleted the soil and impoverished 
the people. Favorable natural conditions, including large quan- 
tities of land and a mild climate with a long growing season, have 
been reinforced by a large supply of unskilled labor, both white 
and black, and by traditional agrarian attitudes, habits, and prac- 
tices. These are the factors that stood in the way of change and 
perpetuated an agricultural system that long ago proved its un- 
profitableness. Over a large portion of the South are found soils 
less fertile than at the time of the Civil War and methods of cul- 
tivation little advanced over those of a century ago. Improve- 
ments must not be ignored. Schools, colleges, universities, exten- 
sion services, agricultural experiment stations, and federal and 
state departments of agriculture have done much to maintain or 
to increase the productiveness of depleted soils. As notable in 
this connection should be mentioned the work of scientific seed 
breeding, of research to determine quality and adaptability of 
soils, and of controlling insects and plant diseases. 

More recently the impact of world economic and political forces 
and of the protracted derangement of the entire economy of the 
United States has produced all but a complete breakdown of the 
South’s agricultural system. These influences are compelling the 
South to examine its economic position and to seek solutions of 
its problems. Indeed, it has become recognized, and it is being 
emphasized, that the problems of the South are the problems of 
the nation.*4 

Table 3, compiled from a study of the National Industrial Con- 
ference Board, shows that agriculture ranked fourth in 1929, and 
fifth in 1935, in importance as a contributor of production income 
in the United States, accounting for 11.6 per cent and 11 per cent, 
respectively, for these two years. Corresponding figures for the 
South were 23.3 per cent and 20.8 per cent. In 1929 the South 


24 National Emergency Council, op. cit., pp. 28-50 (tables). 
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had over 46 per cent of the total farms of the country* and re- 
ceived 28.5 per cent” of the agricultural income. When one takes 
into account the large average size of farm family, the small aver- 
age size of farm?’ and the low income per farm family, it appears 
that the South is supporting an excessive number of people on its 


farm land.”* 
TABLE 3* 


PERCENTAGE DISTRIBUTION OF PRODUCTION INCOME 
RECEIVED BY INDUSTRIAL ORIGIN 

















1929 1935 

INDUSTRIES South’s | Ratio to South’s | Ratio to 

United Share Total United Share Total 

States of Income States of Income 

Total of South Total of South 

AMTIEIODR. « «0000060 11.6 28.5 23.3 II.o 30.2 20.8 
Mining and quarrying. . | 14.5 2.8 2.2 19.8 2.7 
Electric light and power} 1.7 8.5 1.0 2.0 9.0 1.2 
Manufacturing........ 24.0 8.8 14.9 23.5 10.4 15.5 
Construction.......... 4.3 10.2 3.1 2.1 15.3 2.0 
Transportation........ 7 16.1 9.8 8.5 16.7 9.0 
Communication. ...... 1.2 10.1 .9 1.5 10.4 1.0 
aS RSS 15.2 10.6 14.8 14.7 14.5 13.4 
DC  oeactacanand 4.2 9.0 2.6 2.7 10.7 1.8 
SRE 12.0 16.8 13.2 11.9 17.1 14.8 
Government.......... 8.2 14.1 8.2 13.6 13.5 12.1 
Miscellaneous. ........ 6.2 12.3 5.4 6.3 15.5 5.7 
as veneer es te eee CO TOD bhscccsss 100.0 























* Source: Slaughter, op. cit., pp. 42, 48. 


Any serious study pertaining to the South and its problems 
must give important treatment to farm tenancy. Agricultural 
census reports reveal that 42.1 per cent of the farms of the United 
States were operated by tenants in 1935. This figure represents 
an increase of about 17 per cent since 1880.”° Table 4 reveals that 


*s Bureau of the Census, op. cit., Agriculture. 

26 Slaughter, op. cit. This figure was 30.2 in 1935. 

27 Omitting Texas, the average size of farm is slightly over 71 acres (Bureau of 
the Census, op. cit., Agriculture). 

28 Of male workers in the Southeast in 1930, 47.7 per cent were on the farm 
(National Resources Committee, op. cit., p. 74). 

29 An insignificant decrease from 42.4 to 42.1 per cent was experienced from 
1930 to 1935. 
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the ratio of southern farms operated by tenants to the total num- 
ber ranges from 28 per cent in Florida to 69.8 per cent in Missis- 
sippi and is well over 50 per cent for all twelve states.*° Consider- 
able areas have a tenancy rate of from 75 to go per cent. More 
than one-half of the tenant farmers of the entire country are in 
the South although it has less than one-half the farms. The in- 














TABLE 4* 
FARM TENANCY IN THE UNITED STATES AND IN THE SOUTH, 1935 
Total Num-| Percentage | Percentage 
ae Percentage ber of of Total of Colored 
umber of Farm Cuteons F F 

AREAS of Operators _— — — 

Farm Operators Operators 

Farms Who Are 

teust Gite Operators Who Are Who Are 

(000) Colored Tenants 
United States........| 6,812.4 42.1 855.6 12.6 75.2 
12 southern states... .| 3,048.9 53-4 791.5 26.0 77.8 
eee 197.6 29.5 43.2 21.8 35.9 
North Carolina...... 301.0 47.2 69.4 23.1 70.6 
South Carolina....... 165.5 62.2 76.5 40.2 75.9 
ee 250.5 65.6 73.3 29.3 85.5 
ead ied 72.8 28.0 12.8 17.6 46.4 
PEE. o osevccees 278.3 37.1 8.3 2.9 50.8 
Tennessee........... 273.8 46.2 34.4 12.6 77.2 
I dace on cen ‘aret 273.5 64.5 QI .3 33-4 82.8 
Mississippi.......... 311.7 69.8 169.0 54.2 87.4 
RE, ae bye maces 253.0 60.0 71.3 28.2 84.1 
SP ree 170.2 63.7 70.3 41.3 84.6 
, CREAT es St 501.0 57.1 71.8 14.3 71.0 




















* Source: U.S. Bureau of the Census, Census of the United States, Agriculture. 


cidence of tenancy is especially high among the negroes. About 
75 per cent of all negroes live in the South;** approximately two- 
thirds of them are in rural areas and are dependent chiefly on 
agriculture for their income. Over three-fourths of the negro 
farm operators in the leading cotton states of the South are ten- 
ants. Yet it cannot be concluded that most of the tenant oper- 


3° National Resources Committee, Farm Tenancy: Report of the President’s 
Committee, 1937 (statistical supplement). All the counties in the United States 
with tenancy rates of 80 per cent or more are located in the South. Tenants consti- 
tute 65 p-r cent of the farmers in the cotton region. 

3* Bureau of the Census, op. cit., Population. 

3 See figures given in Farm Tenancy (statistical supplement). 
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ators are negroes. Only 42 per cent of the tenant farmers in the 
ten leading cotton-producing states were negroes in 1930.53 A 
slight decrease occurred in the actual number of negro tenants 
from 1930 to 1935. This, however, offers no hopeful sign because 
most probably these tenants were set free by forces that changed 
their status to day laborers—an even worse economic status than 
that of tenancy, especially in the South. 

Differences in annual net incomes as between tenant operators 
and owner operators are outstanding, particularly in the South. 
A study of 645 southern plantations representing over five thou- 
sand tenant families revealed a net plantation income above cur- 
rent and operating expenses of $110 per person, excluding plan- 
tation owners and their incomes, the actual figures varying from 
$127 to $89. For croppers alone, the average was much lower. 
Studies of other areas, although showing somewhat higher per 
capita net incomes, indicate that tenants receive incomes far be- 
low what is necessary for decent living. Income and expenditure 
figures decreased in order from owner to renter to cropper to 
wage hand.#4 

The costs and evils attending a tenancy system depend upon 
the circumstances and conditions surrounding the development 
and operation of the system. Admitting that ownership of land 
creates in people a feeling of individual, family, and social respon- 
sibility and may serve as a stabilizing force in politics and public 
opinion, these same attitudes and effects may not be wholly ab- 
sent when land use and ownership are divorced. If the terms of 
the contractual arrangement between landowner and tenant are 
such as to give each an incentive to effective land utilization, con- 
servation, and improvement, tenancy may be mutually satis- 
factory and even socially desirable. Tenancy as found in the 
United States, and particularly in the South, does not conform to 
standards conducive to salutary effects. 

The short-term leasing contract, a laissez faire attitude of the 
state, an archaic and vicious credit system, and a general lack of 
responsibility on the part of owner and tenant alike are character- 
istics of southern tenancy. 

33 Ibid. 4 Ibid., pp. 55-58. 
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Evolving from the ante-bellum plantation system, tenancy at 
first was more or less a substitute for slavery. Legal freedom for 
a large element of the population did not carry provision for eco- 
nomic independence and social responsibility. In a society marked 
by such deep lines of stratification as go with a slave system, only 
very slow progress could be made by the colored people toward a 
higher economic and social level. In the meantime, owing par- 
tially to the very existence of this large dependent negro popula- 
tion and to the nature of and vicissitudes accompanying the one- 
sided specialized agrarian system, an increasing number of whites 
were drawn into the ranks of tenancy. Unlike tenants in other 
regions of the country, they became social outcasts, looked down 
upon both by the more independent whites and by the negroes; 
and more recently their position has become one of despair. At 
the present time little opportunity is offered for many to emerge 
from the tenant class. Opportunities in other regions, either in 
industry or in agriculture, are all but closed. Because of changes 
now appearing in agricultural technology, fewer tenants are need- 
ed. The ones displaced are becoming wage laborers with only 
part-time employment and are finding their economic position 
worse than that of tenancy. Although the South is making sig- 
nificant progress toward greater industrialization, it seems doubt- 
ful that the excess of agricultural population can be quickly ab- 
sorbed into southern industry. 

Since it appears almost certain that tenancy cannot and will 
not be replaced by a change-over to a thoroughgoing system of 
ownership, more effort should be made to reform the system of 
tenancy itself.** The method of leasing and the terms of leasing 
contracts offer a point at which to begin. The 1935 census of agri- 
culture shows that 34.2 per cent of tenant operators in the United 
States had been on the land then occupied less than one year. In 
sixteen southern states 40.1 per cent of the white tenants and 28.6 
per cent of the negro tenants had been on the land then occupied 
less than one year. Only 3.4 per cent of the whites and 6.2 per 

38 Doubtless under long-term payment plans, many worthy tenants might be- 
come landowners (see recommendations of the President’s Committee in ibid., 
Part II). 
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cent of the negro tenants had occupied their farms for fifteen 
years or more.** Typically, these leasing contracts are merely 
verbal agreements that offer little if any compensation to tenants 
for improvements made, or to landlords for property destroyed, 
by tenants.’ 

To extremely high rates of tenant mobility and lease agree- 
ments that offer little or no incentive to make improvements can 
be attributed much of the loss of soil resources, poor state of re- 
pair of farm property, and high cost of farm operation in the 
South. The National Emergency Economic Council reported 61 
per cent of the nation’s badly eroded soil to be in thirteen south- 
ern states.** 

In 1925, and again in 1930, twelve southern states accounted for 
almost 70 per cent of the total tonnage of fertilizer used in the 
United States.*® Yet, even if this heavy annual use of fertilizer 
restored soil fertility, which is not the case, it would not offset 
one-half the loss of value of topsoil due to various forms of ero- 
sion.*° When to the losses of soil are added incalculable costs and 
losses in terms of human deterioration, destruction of community 
consciousness and morale, and the risks connected with greater 
susceptibility to radical influences of any class living under such 
wretched conditions, it must be concluded that the government 
can ill afford to continue its laissez faire policy toward tenancy. 
Doubtless, it is too much to expect state governments in the South 
to work out satisfactory solutions; it is a problem for the national 
government. Already the national government has taken some 
action, and it is now giving further serious study to this acute 
problem. 

36 Jbid., p. 50 (table). 

37 For instructive studies of agricultural tenancy in the United States and of 
problems of southern agriculture see Karl Brandt, ‘Farm Tenancy in the United 
States,”’ Social Research, November, 1936, and “‘Potentialities of Agricultural 
Reform in the South,” ibid., May, 1937. 

38 Op. cit., p. 9. 

39 U.S. Bureau of Foreign and Domestic Commerce, op. cit. 

4° Increased planting of legumes and other soil-building crops during the past 
few years has operated in the direction of checking soil wastage in many southern 
areas. 
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Extreme vulnerability of the South’s economy to international 
political and economic changes and to widespread domestic dis- 
turbances is attributable, in large part, to a high degree of depend- 
ence upon specialized agriculture which in turn depends upon the 
export market for the sale of much of its product. Figures com- 
piled from studies of the National Industrial Conference Board* 
indicate that over 20 per cent of the total production income re- 
ceived in the South is derived directly from agricultural pursuits 
(Table 3). This figure is really not indicative of the importance of 
agriculture because the well-being of large groups engaged in 
other types of economic activity such as manufacturing, trans- 
portation, trade, finance, etc., in large measure is dependent upon 
the behavior of agricultural income. More than one-third of 
all agricultural cash income in the South is derived from tobacco 
and cotton.** Numbering over half the country’s farm families, 
more than a fourth of the total population, and nearly a half of 
all land that has a growing period of as much as six months, thir- 
teen southern states grow at home less than a fifth of the things 
they eat and wear. In this area is produced only a fifth of the na- 
tion’s eggs, milk, and butter; one-eighth of its potatoes; and one- 
twelfth of its oats. 

Within the range of experienced changes in quantity produced, 
the demand for American cotton has been much more inelastic 
than is true of many agricultural products. When this factor is 
coupled with sharp fluctuation in quantity produced in the South, 
owing in large measure to natural influences that affect produc- 
tion, and with inelastic supply under conditions of declining price, 
the economic position of the cotton farmer becomes most precari- 
ous. Decided shifts in the direction of reduced demand for Ameri- 
can cotton have accompanied and reinforced these other influ- 
ences. 

# Slaughter, op. cit. See Table 3 supra. 

4? In 1937 more than 50 per cent of all cash farm income in the combined states 
of Arkansas, Alabama, Georgia, Mississippi, South Carolina, and Texas (The South: 
Yearbook of Southern Progress, 1938 (Baltimore: Manufacturers Record Publishing 
Co., 1939)). 

43 These figures are taken partly from the report of the National Emergency 
Economic Council (0. cit.) and partly from U.S. Census reports. 
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The following prices at which American cotton sold on the 
Liverpool market are indicative of the range of fluctuation to 
which cotton is subject: 33 cents in 1923, 17 cents in 1926, 22.5 
cents in 1927, 7 cents in 1931, 14 cents in 1935, and 11 cents in 
1937- In 1911 and 1912 the United States supplied approximately 
60 per cent of the total foreign consumption of cotton; in 1921, 48 
per cent; in 1931, 44 per cent; in 1934 and 1935, 30 per cent; and 
in 1937, 25 per cent.*4 

For the five-year period ending in 1929 American cotton ex- 
ports averaged more than eight million bales from a production 
that averaged in excess of fifteen million bales. The volume of ex- 
ports showed a general decline in the years following 1929 and 
reached an inordinately low level of slightly more than four and 
a half million bales in 1938. Several causes have accounted for 
this decline in foreign consumption of American cotton. High 
tariff policies of the United States have reduced the purchasing 
power of foreign countries through their effects upon sales of for- 
eign countries in American markets. With the stoppage of Ameri- 
can loans abroad in the late twenties, high tariffs exerted their 
full force on American foreign trade. The general depression 
throughout the world in the early thirties produced initial effects 
of reducing purchasing power and secondary effects of increasing 
the extent and types of barriers to international trade, thereby re- 
ducing further the amount of purchasing power expended in inter- 
national markets. Dictator countries unable to produce cotton 
have resorted to substitutes and increased their purchases of cot- 
ton from other countries. Germany and Italy diminished their 
purchases of American cotton from an average of approximately 
2,400,000 bales annually prior to 1930 to an average of only 1,700,- 
ooo bales in 1937 and 1938. 

Foreign cotton production has increased from about seven and 
a half million bales in 1920 to nineteen million bales in 1937. Louis 
H. Bean has shown that the fifty-year pre-war trend in foreign 


44 Data are from the Bureau of Agricultural Economics as given by Louis H. 
Bean, “‘Trends in Cotton Production and Consumption,” Southern Economic 
Journal, April, 1939; the chart (p. 447) gives changes in Liverpool prices, and on 
Pp. 455 are found figures on foreign consumption of United States cotton. 
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cotton production would account for a foreign production volume 
of just about the amount“ produced in 1937. A safe conclusion 
from the facts available would seem to be that a considerable por- 
tion of the foreign cotton market previously enjoyed by the Amer- 
ican producer is permanently lost. Just what portion of the for- 
eign market will be regained is contingent upon such factors as 
the foreign-trade policies of the United States and those of other 
countries, the success of the dictator countries in providing sub- 
stitutes for cotton, and the ability of the American cotton farmer 
to reduce production costs sufficiently to compete successfully 
with foreign producers. The outlook cannot appear very hopeful 
to the southern cotton farmer. 

What of the domestic outlook for cotton consumption and pro- 
duction? Changes in styles of dress and substitution of paper in 
the production of bags and containers where cotton was formerly 
used have cut into cotton consumption. Successful introduction 
of rayon for dress and other uses has taken markets that cotton 
otherwise would enjoy. Further threats to the cotton farmer are 
latent in newer chemical technology still in the experimental 
stage.*° In the face of a tendency toward a decline in the rate of 


population growth in the United States and in the absence of far- 
reaching discoveries of new technical uses for cotton, it is esti- 
mated that the domestic consumption of cotton will become sta- 
bilized at about seven million bales.‘7 Increased industrial activ- 


48 Ibid., pp. 444-45. While admitting that higher prices of American cotton owing 
to the New Deal agricultural program may have speeded up foreign production to 
some extent, he thinks it has not been the leading factor in the increase. He empha- 
sizes the more or less uniform rate of foreign expansion of about 44 per cent per 
decade from 1880 to 1915 that was resumed after the interruption by the World 
War; the recent expansion in Brazil that began in the early thirties (before the 
A.A.A. got into operation) owing largely to coffee producers turning to cotton pro- 
duction when the price of coffee declined to such a low level; the lack of any close 
correlation between foreign production of cotton and the price of American cotton; 
the absence of competition between Russian- and Chinese-produced cotton and 
American cotton; and, finally, the normal reaction of increased cotton production 
in foreign countries following a depression. Principal foreign areas of cotton pro- 
duction are India, China, Uganda, Anglo-Egyptian Sudan, Russia, and Argentina. 

46See Henry Wallace, ‘‘The South Faces Changing Demands,”’ Southern Eco- 
nomic Journal, April, 1939. 

47 Ibid. 
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ity in the United States would probably do more toward increas- 
ing the income from cotton production than anything else. 

Technological changes have affected cotton production and 
promise far-reaching effects in the future. Improved varieties of 
seed, effective boll-weevil control, and application of increased 
knowledge of fertilizer utilization have brought larger cotton 
yields per acre. Mechanized farming is beginning to offer oppor- 
tunities undreamed of twenty years ago. Recent studies indicate 
rapid increase in the use of tractors in certain areas of the cotton 
belt. Although their initial introduction tends to displace labor 
and to work hardships on tenant farmers who are forced off the 
land, it undoubtedly will eventually produce beneficial effects in 
reduced production costs that will be diffused generally in the 
form of lower prices and increased purchasing power. A far great- 
er economic and social problem of adjustment would likely follow 
the introduction and widespread use of the mechanical cotton 
picker. But evidence at this time would seem to refute the ele- 
phantine claims for this invention—at least in so far as the im- 
mediate practicalities are concerned.‘® Doubtless, however, there 
will be seen a further shift of cotton production from the eastern 
area to the western area of the cotton belt which is more suited to 
mechanized farming. 

Because of rapid increases in demand for cigarettes and less de- 
pendence upon foreign markets, the tobacco grower of the South 
has not faced the difficulties that have beset the cotton farmer. 
Indeed, tobacco production has offered an alternative to which 
cotton farmers in the upper South could turn as cotton production 
became relatively less profitable. 

The foregoing brief review does not indicate that southern 
agriculture is faced with a simple problem that lends itself to a 
simple solution. Cataclysmic changes operating on a national and 
world scale have recently made acute ills that have long been 


48 See articles by Paul S. Taylor, ‘“Power Farming and Labor Displacement,” 
Monthly Labor Review, March and April, 1938. 

49 For an excellent article on this see Clarence A. Wiley, ‘The Mechanical Cotton 
Picker and Probable Land-Use Adjustments,”’ Journal of Land and Public Utility 
Economics, May, 1939. 
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chronic. Only very gradually will the southern farmer of his own 
accord turn to more diversified agriculture. With the aid of rea- 
sonable state and federal governmental activity to supplement the 
efforts of the southern people, productive resources of the South 
may be shifted into more remunerative channels. 


THE NONAGRICULTURAL SOUTH 


For the last hundred years successive economic crises in south- 
ern agriculture have brought demands for more industrialization. 
Arguments advanced by southerners in the 1840’s to show why 
the South should have more manufacturing were much like those 
heard today at conferences of southern governors. Early demands 
for industry went largely unsatisfied. Preoccupied with its strug- 
gle to preserve the slave system before the Civil War and with 
efforts to rebuild its wrecked economy for twenty years after that 
war, the South did not manifest any considerable manufacturing 
activity until the decade of the eighties. 

Henry W. Grady, managing editor of the Ailanta Constitution 
and an ardent advocate of manufacturing in the South, in an ad- 
dress before a Boston audience in 1889, described the funeral of a 
“one-gallus” fellow he had attended a few years before in Pickens 
County, Georgia. 

They cut through the solid marble to make his grave, and yet a little 
tombstone they put above him was from Vermont. They buried him in the 
heart of a pine forest, and yet the pine coffin was imported from Cincinnati. 
They buried him within touch of an iron mine, and yet the nails in his coffin 
and the iron in the shovel that dug his grave were imported from Pittsburgh. 
They buried him by the side of the best sheep-grazing country on the earth, 
and yet the wool in the coffin bands and the coffin bands themselves were 
brought from the North. .... They buried him in a New York coat and a 
Boston pair of shoes and a pair of breeches from Chicago and a shirt from 
Cincinnati. .... The South didn't furnish a thing on earth for that funeral 
but the corpse and the hole in the ground.‘° 


Grady was glad to report that all this was being changed, that 
the South was coming into its own industrially. Doubtless, he 
would be pleased, but not yet satisfied, if he could return and see 
the southern industrial picture as it appears today. 


5° Quoted in “‘The Industrial South,” Fortune, November, 1938, p. 45. 
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For forty years the South has more than held its own in the 
nation’s industrial development. Table 5 shows the South’s posi- 
tion in manufacturing in relation to the United States as a whole 
for the period 1899-1937. In 1899 it produced 8.29 per cent of the 
total value of all manufactured products turned out in the United 
States; in 1929 it produced 11.02 per cent of the total.* Some- 
what corresponding percentage changes are found in the South’s 


TABLE 5* 


PERCENTAGE DISTRIBUTION OF MANUFACTURES IN TWELVE 
SOUTHERN STATES IN RELATION TO THE ENTIRE 
UNITED STATES 








No. Estab- Wage- . Value of 
lishments earners Product 





15. 15.70 ' 12.74 
14. 15.92 . 12.98 
13. 16.73 ‘ .34 
13. 15.04 , .09 
16. 14.78 ; .02 
13. 15.19 ; .Q2 
13. 14.27 .97 
13. 13.37 , 13 
12. 13.23 : .12 
21. 12.66 - 31 
25.09 13.49 , .12 
16.69 13.84 . 9.81 
13.86 13.15 ; 9.65 
14.00 12.57 ; 8.29 




















* Source: U.S. Bureau of the Census, Census of the United States, Manufactures. 


share of the number of manufacturing establishments, the number 
of wage-earners, and the value added by manufacture. Although, 
in 1899, 12.57 per cent of the total number of wage-earners in 
manufacturing were employed in the South, they received only 
8.57 per cent of the total wages paid. In 1929, 14.78 per cent were 
employed in the South and received 9.83 per cent of the wages 
paid. Measured in terms of percentages of total value of product, 
total value added by manufacture, and total wage-earners em- 
ployed, the South gained on the nation during the depression 
years between 1929 and 1937. Its ratio of total value of manufac- 


5* Unless otherwise indicated, all data on manufactures are taken from U.S. 
“ureau of the Census, Census of the United States, Manufactures. 
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tured products increased from 11.02 per cent in 1929 to 12.74 per 
cent in 1937;* of wage-earners, from 14.78 per cent to 15.7 per 
cent; and of value added by manufacture, from 10.63 per cent to 
11.35 per cent. Although it employed 15.7 per cent of the total 
wage-earners in 1937, as against 14.78 per cent in 1929, it paid 
only 9.62 per cent of the total wages in 1937 and 9.83 per cent in 
1929. In absolute terms, the value of manufactured goods pro- 
duced in the South was the same in 1937 as in 1929—about 7.7 
billion dollars. Corresponding figures for the entire country were 
70.4 billion dollars in 1929 and 60.7 billion in 1937—a decrease of 
g.7 billion dollars or 13.8 per cent. 

Income figures published by the National Industrial Conference 
Board provide data for computations that shed further light 
on the importance of manufacturing in the South. When com- 
puted on the basis of industrial origins, 24 per cent of the total 
production income received in the United States in 1929 came 
directly from manufacturing (see Table 3); 8.8 per cent of the 
total manufacturing income was received by the South. In 1935 
income derived from manufacturing sources amounted to 23.5 per 
cent of the total, of which the South received 10.4 per cent. In 
1929, 14.9 per cent of the total production income received in the 
South was derived from manufacturing; in 1935 the amount was 
15.5 per cent. 

Wide variations exist in the degree to which manufacturing has 
been developed in the different southern states that were studied. 
Six of the twelve states—Texas, North Carolina, Virginia, Loui- 
siana, Tennessee, and Georgia, ranking in order named—produced 
in 1937 Over 75 per cent of the total! manufactured products meas- 
ured by value.*4 Only in one state, in 1929,°5 and three states, in 


5? Reflecting expansion of certain old industries, introduction of new ones, and 
greater relative stability of price of certain products manufactured in the South, 
e.g., tobacco products. 

53 Slaughter, op. cit. 

$4 Texas and North Carolina, each far outranking any other single state, pro- 
duced almost 40 per cent of the total. Arkansas, followed by Mississippi, ranked 
lowest. 


58 North Carolina. 
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1935,° was the production income obtained from manufacturing 
in excess of that derived from agriculture. 

Although a diversified manufacturing is rapidly developing in 
the South, for a long time textiles, tobacco, and lumber accounted 
for the major portion of manufactures. To these four classes, 
petroleum must now be added. Textiles are still the most impor- 
tant single class of manufactured products. In 1935 southern 
mills took over 80 per cent of all cotton consumed in the United 
States and turned out products representing 70 per cent of the 
total value. Formerly doing only the initial process of spinning 
and the weaving of coarser materials, the South now boasts a well- 
diversified textile industry that includes many finishing and dye- 
ing plants turning out fine cloths and garments of all kinds. If 
the present trend continues in the direction of higher quality, it 
should increase somewhat the ratio of value added by textile 
manufactures. In the past this has been materially lower in the 
South than in New England and the Middle Atlantic states. Knit 
goods factories are turning out high-grade hosiery and underwear, 
and recently woolens and worsteds have been successfully manu- 
factured. The South has several silk mills and accounts for over 
one-fourth of the country’s total value of rayon products. At 
least one plant for manufacturing textile machinery is located in 
the South. Reasons for the rapid increase in textile manufactur- 
ing in the southern regions are chiefly the cheap labor found there, 
the improved manufacturing technology introduced into the new 
mills, and perhaps in some areas the availability of cheap water 
power. 

The South’s bountiful timber resources are providing raw mate- 
rials for manufacture of such important products as furniture, 
naval stores, and pulp products. Almost 20 per cent of a total 
value of 434.4 million dollars of furniture was produced in the 
South in 1935. North Carolina and Virginia accounted for two- 
thirds of this total. The naval stores industry of the United States 
furnishes the bulk of the world-supply of turpentine and resin, 
normally yielding about 50 million dollars’ worth of products, al- 


56 South Carolina, Georgia, and Tennessee. Figures from the National Industrial 
Conference Board (Slaughter, op. cit.). 
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most all of which are produced in the South. The southern pulp- 
wood industry is comparatively new as an important producer. 
In January, 1938, the South had thirty-eight pulpwood mills built 
or under construction,*’ chiefly along or near the South Atlantic 
coast or Gulf coast. Kraft paper and/or kraft board mills are 
often found in conjunction with pulp mills. With developments 
already made in chemical processes for the manufacture of news- 
print from southern pines, factories to produce newsprint may be 
expected to invade the South.** The Federal Forestry Service has 
estimated that the South could produce 30 per cent of the total 
annual pulpwood requirements” of the United States without de- 
pleting the source of supply. Of course, this is premised upon re- 
forestation, upon a rate of expansion of the industry that can be 
supported by the timber supply not needed for other purposes, 
and upon a territorial distribution of mills that does not give too 
great a concentration in any area. 

A great variety of minerals are found in the South. Exploita- 
tion of crude petroleum supplies and petroleum refining have be- 
come major industries in this region; with the recent development 
of rich Louisiana and Texas fields, the South is now providing 
over half the annual petroleum production of the United States. 
Half the natural gas production is found in the South, and most of 
it is consumed there. Of the total value of mineral production in 
1935, the South contributed 24 per cent. Sulphur is produced al- 
most exclusively in Louisiana and Texas and phosphate almost 
exclusively in Tennessee and Florida.* Although the South pro- 
duces only about 20 per cent of the country’s total coal and about 
10 per cent of its iron, these minerals are found in close proximity 
to each other and afford the basis for much of the South’s manu- 
facturing. 

5? Data furnished by the U.S. Bureau of Foreign and Domestic Commerce. 

58 One mill is already under construction at Lufkin, Tex. 


89 This would be more than that furnished by any other region (see E. L. Dem- 
mon, “Forests in the Economy of the South,” Southern Economic Journal, April, 


1937). 


60 Minerals Yearbook, 1938. 
6: The South supplied about 57 per cent of the total value of commercial fertilizer 
produced in the nation in 1935. 
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In an appraisal of the factors contributing to the South’s in- 
dustrial development, it is extremely difficult to measure the in- 
fluence of each of the advantages that are claimed for this region. 
It is obvious that without the coal and iron resources of Alabama, 
Tennessee, and Kentucky, and in the absence of timber and other 
natural resources found in various parts of the South, the indus- 
trial picture would not have taken the form that has been de- 
scribed. More important in connection with industries not re- 
quiring location near raw materials has been the low wages ob- 
taining in the South. Featured by a high natural human repro- 
duction rate and a surplus of labor in excess of the requirements of 
agriculture, the South has been able to offer industry a continued 
supply of labor, both male and female, willing and eager to work 
in mills and factories. If the wage scale was low, it was more than 
what had been earned on the farm, with the added attraction of 
social advantages that are associated with urban life. Moreover, 
until recently, and even now for the most part, the southern labor 
supply was scarcely touched by organization. Nonunion labor ap- 
pealed particularly to northern capital that had been annoyed by 
labor difficulties. This labor situation is generally conceded to be 
the major consideration inducing the rapid movement of the tex- 
tile industry from New England to the southern piedmont and 
mountain areas. In fact, it has been an outstanding advantage to 
all industries producing products in which a high fraction of total 
cost is represented by unskilled labor. 

Unskilled labor constitutes a larger proportion of total gain- 
fully employed persons in the Southeast than in any other major 
region of the country—almost 4o per cent in 1930 as against less 
than 29 per cent for the country as a whole. Skilled workers and 
foremen amounted to only 7.5 per cent, the smallest proportion of 
any region, as against almost 13 per cent for the entire United 
States. 

The differential enjoyed by southern employers over their com- 

62K. Evans, Social Forces, December, 1938, p. 185 (Table I), as computed from 
data in National Resources Committee, Population Statistics, I (Washington, 
1938), 68-74. Professional classes constituted a smaller proportion in the South- 


east than in any other region—only 4 per cent as against 6 per cent for the United 
States as a whole. 
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petitors in other regions has varied with changes in business con- 
ditions, government labor and wage policy, and union activity. 
Caution is advised in interpreting comparative figures purporting 
to show differences in competitive position to insure that figures 
for the same industries are comparable. Often these figures are not 
comparable, owing, among other factors, to differences in compo- 
sition of working force, to differences in skill and productivity, 
and to changing samples. Bureau of Labor Statistics figures,** the 
most suitable available, show that in 1933, before the N.R.A. 
codes went into effect, the average hourly earnings in southern 
cotton-textile mills were 26 per cent below those prevailing in 
northern mills. By August, 1934, the difference was only 15.6 per 
cent, and after the abandonment of the Code provisions, the dif- 
ferential again widened. By July, 1937, average hourly earnings 
in southern mills were 20.6 below those in northern mills. How- 
ever, these figures must be qualified somewhat when interpreted 
as representing regional differences to take account of differences 
in quality of goods produced. To the extent that finer goods are 
produced in northern mills, more skilled cotton operatives are re- 
quired. 

In general, a smaller differential exists between these regional 
areas in wages paid to skilled workers than in wages paid to un- 
skilled workers. This applies to other industries as well as to cot- 
ton textiles. Moreover, the South itself is not a homogeneous 
wage area. For example, hourly wages are somewhat lower in the 
cotton-textile industry in the lower South than in the upper 
South.** These intraregional differences appear to be greater for 
unskilled than for skilled workers. 

Unionization of labor is on the increase in the South. Most re- 
cent evidence indicates that between 300,000 and 400,000 south- 
ern workers have some sort of union status.® They are found 


63 N. A. Tolles, ‘Regional Differences in Cotton-Textile Wages, 1928 to 1937,” 
Monthly Labor Review, January, 1938. 

4 Jbid. For further information on regional wage differences see A. F. Hinrichs 
and A. F. Beal, ‘Geographical Variation in Hours and Wages during 1933 and 
1935,” Monthly Labor Review, July, 1938. 

6s F. T. de Vyver, “‘The Present Status of Labor Unions in the South,” Southern 
Economic Journal, April, 1939. Eleven southern states are included in this study. 
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largely in the textile and mining industries, although construc- 
tion and the service industries represent a considerable number. 
National labor legislation and the fight between the C.1.0. and 
the A.F. of L. have stimulated the labor movement in the South. 
Undoubtedly the future will see recurrence on a broader front of 
labor trouble similar to that of a few years ago in the textile indus- 
try.© Increased bargaining power through union organization and 
the operation of the national wages-and-hours legislation may de- 
stroy some of the wages differential long enjoyed by southern in- 
dustry. 

Although it must be concluded that, in general, employers in 
the South have a competitive advantage over those in the North, 
especially in wages paid to unskilled labor, it does not follow that 
the well-being of southern industrial labor is below that of the 
North by an amount equivalent to the difference in wages paid. 
In many cases employees in the South enjoy perquisites at the 
hands of employers not so generally available to northern workers. 
These include low rates for living quarters and utility services, 
recreational facilities, and garden space. The mild climate makes 
unnecessary as large expenditures on fuel and clothing. Lower 
prices on fresh vegetables and fruits are often available during 
longer periods of the year. 

Much opposition is being voiced by conferences of southern 
governors, chambers of commerce, and organized industrial 
groups against the railway freight structure on industrial products 
moving from the South into the North and East. It is alleged 
that these rates are discriminatory when compared with rates on 
the same processed articles when shipped like distances within the 
North. Lower traffic density and a higher ratio of low-value 
products are cited by the railroads as the reasons for higher rates. 
Recent findings of the Interstate Commerce Commission™ and of 
the Tennessee Valley Authority support these charges of undue 
discrimination in rates on certain products. , 


66 Press reports indicate some industries are moving to the lower South to escape 
those highly unionized areas of the upper South. 

67 In the case known as the Southern Governors Rate Case, State of Alabama 
et al. v. The New York Ceniral Railroad Co. et al. (Docket No. 27,746) (1939). 
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Some of the southern states are granting tax exemption and 
other legal and financial aid to new industrial enterprises. Loui- 
siana, in 1938, amended its constitution to permit the State Board 
of Commerce and Industry to grant to new plants about to be 
established, or additions to already established plants, exemption 
from all state and local government ad valorem tax levies for a 
term not to exceed ten years. Mississippi has gone much farther 
in an effort to “balance agriculture with industry.” In 1936 the 
state legislature passed an act permitting the voters of any munici- 
pality to vote bond issues to raise money for the purchase of land, 
erection of buildings, and the purchase of necessary equipment for 
the operation of industry. Municipalities were further empowered 
“to sell, lease, or otherwise dispose of such industrial enterprises” 
established under the provisions of the act.°® The Mississippi In- 
dustrial Commission was set up to administer the provisions of 
the law. Although the act permits it, municipal operation of in- 
dustrial enterprises was not contemplated when the act was 
passed, and no instance of municipal operation has occurred. In 
a number of cases, however, the state has supplied land and build- 
ings to private corporations on lease contracts. The private com- 
panies pay annual rentals to the municipalities and enjoy exemp- 
tion from all ad valorem taxes levied on tangible properties, not 
including products manufactured, for a period of five years. A 
number of industrial enterprises have taken advantage of this 
special legislation, but it is not known how many would have lo- 
cated in these states had not these specially provided aids been 
available. However, sheer economic principles of the best utiliza- 
tion of resources would find no sound basis for subsidies in this 
form. If opportunities exist in these states to the extent claimed, 
industrial expansion would follow as a matter of course without 
subsidies of any kind. 

68 Amendment to Paragraph 1o, sec. 4 of Art. X of the constitution of the state 
of Louisiana. The state legislature (House Bill No. 130, session of 1936) had created 
the Department of Commerce and Industry, ‘‘to promote the civic, industrial, and 
commercial interests and the general welfare of the State, and, particularly, to 
attract new industries to the State.”” Act No. 37, House Bill No. 52, session of 1938, 
provided tax-exemption features. 

‘9 Industrial Act, Senate Bill No. 1, Extraordinary Session, 1936. 
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CONCLUSIONS 


The economy of the South as reviewed briefly in this paper pre- 
sents cause for both alarm and optimism. Pessimism could be the 
only result of focusing attention on economic weaknesses caused 
by the persistence of the one-sided obsolete economy that char- 
acterizes a large section of the South. A justified optimism is cre- 
ated by a study of the changes that are occurring in the southern 
region. These changes include not only those that are subject to 
tangible measurement in terms of increased manufacturing and 
more effective utilization of resources. More important are the 
changes occurring in the attitudes and habits of thinking of the 
people. No longer are the southern people living in the past, ob- 
livious to influences producing deterioration, and neglecting prob- 
lems long overdue for solution. The people of the South are exam- 
ining themselves and their culture. They are realizing the nature 
and immensity of their problems, and by such realization they 
are being stirred to action. 

It is probably no exaggeration to say that the southern people 
have accumulated during the last two decades a more complete 
inventory of information on the economic, social, and cultural 
climate of that region than exists for any other major region of the 
country. This represents the combined product of college and 
university faculty members in the social sciences, research insti- 
tutes and bureaus, novelists and journalists, governmental agen- 
cies, and of various other organized groups. It is the possession of 
this accumulation of data that is largely responsible for the in- 
creased objectivity with which southerners are viewing their prob- 
lems and developing a philosophy and a methodology for the fu- 
ture. 

Only the most naive and sanguine of individuals fail to realize 
that the problems of the South are the problems of the nation. 
The economy of the South is being improved in many respects, 
and can be further improved, through the efforts of the southern 
people. Progress in more complete economic rehabilitation in the 
South, however, in no little measure, awaits national policies that 
will permit a more complete recovery and a restoration of the con- 
ditions conducive to a progressive economy. 
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INTRODUCTION 


MONG the papers of William Smith, Jr., in the New 
York Public Library, there is a manuscript essay in the 
hand of Judge R. R. Livingston," second lord of Cler- 


mont and a leader of the Livingston party from 1759 to 1775. To 
this paper William Smith, Jr., added the title, “Mr. Robt. R. 
Livingston’s Reasons agt a Land Tax.’” Unfortunately, the man- 
uscript is undated, but probably the paper was written about 
1752.3 In writing this essay Livingston’s prime purpose was to 


* The handwriting of this document was compared with that of the following 
letters: R. R. Livingston to Henry [Van] Rensselaer, New York, Nov. 1, 1745, 
New York Historical Society (hereafter cited as NYHS); R. R. Livingston to Robert 
Livingston, New York, Nov. 20, 1765, Livingston-Redmond Collection, New York 
Public Library (hereafter cited as NYPL). In this identification I was aided by 
Miss Norma Cuthbert, chief manuscript cataloguer of the Henry E. Huntington 
Library. 

2 This title appears on a blank page which precedes the essay. On the blank verso 
of the last page of the essay is a variant title—likewise in Smith’s hand—‘‘Mr. 
Rob. R. Livington’s Objections to a Land Tax.” The essay itself is written on seven 
sheets, 12} X 7}, six of which are written on both sides. 

3 After 1701 there were three periods in which there was public discussion of the 
taxation of wild lands: 1720-39, 1748-55, and 1764-65, the last being caused by a 
rumor of a parliamentary levy. Thus this essay could have been written in any one 
of the three periods, but I believe it was written during the agitation of 1748-55. 
In the first place, the essay is concerned with action by the New York kgislature 
and not by the English parliament. Second, Livingston commented that Smith 
planned to publish material on the subject. From 1748 to 1755 Smith was constantly 
publishing articles and from November, 1752, to November, 1755, was aiding in the 
preparation of the Independent Reflector and the ‘“‘Watch Tower’”’ articles in the New- 
York Mercury (William Smith, Jr., to W. S. Johnson, New York, March 20, 1747/8, 
{n.d.], 1748/9, Nov. 28, 1750, Johnson Papers, Box 13, Connecticut Historical 
Society; see the rough drafts in the Smith Papers, NYPL). Indeed, it is possible 
that some trace of Livingston’s arguments may be found in the Reflector essays for 
Dec. 14, 1752, and Jan. 18, 1753. Prior to 1739 Smith was too young to be a news- 

63 
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defend the nontaxation of privately owned but completely unde- 
veloped land in New York. Since great quantities of land owned 
by wealthy New Yorkers were still unimproved in 1752—and in 
this category fell thousands of acres held by the Livingston 
family—the judge was seeking to protect a privilege of great value 
to his own class and his own family. In the course of this defense 
Livingston discussed the proper bases of taxation, finally reaching 
the conclusion that one of the wisest methods to raise govern- 
mental revenue was by an income tax graduated according to the 
ability of the taxpayers to meet the levy.‘ But with this analysis 
he was not content; he continued to defend the manorial system 
of landholding as a social and political bulwark for the people of 
New York and an economic blessing for the mother-country. This 
system, he asserted, was being endangered by the political ambi- 
tions and economic greed of the merchants, warfare to him unfortu- 
nate but not surprising, for he believed the rivalry between eco- 


paper essayist, and there is no record that he engaged in pamphleteering in 1764 
ard 1765. Finally, we know that in December, 1751, the Livingstons of Clermont 
were contemplating the foundation of a political party in opposition to the mer- 
chants, who were led by James DeLancey (see below). I believe, therefore, that 
the essay was written between 1748 and 1755, and, in view of the close parallel 
between Livingston’s discussion and an essay which appeared in the New-York 
Gasette, revived in the Weekly Post-Boy of Nov. 11, 1751, I believe it likely that 
Livingston was making a direct reply to that essay and therefore probably wrote 
early in 1752. 

4 Livingston’s statement is far from clear and it can be argued, in the light of 
Seligman’s discussion, that he was merely defending a system of land taxation by 
which assessed valuation would be determined according to annual income. But 
I believe that a careful reading of the document will reveal that Livingston was 
thinking of a tax directly on income. In the first place, though he often spoke of 
taxing land—the thing, yet in his final conclusion he referred to the proposed tax as 
a tax on persons—‘‘a Contribution Individuals are ....to pay ....in Propor- 
tion to their several Abilities ”” In the second place from his long argument on 
the proper taxation of the increased capital value of land, it is clear that he was 
maintaining that taxes should be levied solely on realized income. Finally, by his 
reference to investments in mines, stocks, mortgages, and bonds and by his sweeping 
concluding generalizations, it appears that Livingston desired taxation of income 
derived from any source and not from land alone. It must also be remembered that 
there have been exceptions made to Seligman’s distinction between an income tax 
and a land tax assessed according to the produce of the land (Edwin R. A. Seligman, 
The Income Tax {2d ed.; New York, 1914], pp. 381-83; William Kennedy, English 
Taxation, 1640-1799 [London, 1913], pp. 44-49). 
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nomic classes to be the mainspring of politics. The essay, therefore, 
is of prime importance for its plea for an income tax,’ for its defi- 
nition and application of the economic interpretation of politics, 
and for its commendation of the New York system of land grants— 
praise almost unique in literature of the period. Likewise it is of 
great interest because New York history of subsequent years reveals 
that this document is, at once, a description of one force driving a 
leader and a class into political revolt and, again, a statement of 
governmental policy which Livingston’s party to some slight ex- 
tent eventually put into practice. 

In reading Livingston’s essay, the reader must remember that 
in New York the provincial land tax was in fact a rate placed upon 
the several counties and each county collected its share under the 
individual methods of assessment and collection established by 
law for that county. Under these several systems of tax adminis- 
tration, no county in the province seems to have assessed un- 
improved land prior to 1753, and though after that date some of 
the southern and more populous counties required taxation of all 
land,° none of the northern counties prior to the Revolution per- 
mitted assessment of undeveloped land.? This exemption, origi- 


nally customary but later ordered by statute,* resulted from sev- 


5 Il am not attempting to suggest that Livingston was making a unique contribu- 
tion to economic thought; for in effect Livingston was merely urging the adaptation 
of the English land-tax system to New York conditions. I am simply arguing that 
his statement was unusual for pre-Revolutionary America and his proposals con- 
trary to the common practice in New York. Seligman erred in stating that “in New 
York it was customary to assess land according to its annual yield . . . .” (Seligman, 
op. cit., p. 381). This method of assessment was true of only two counties: Ulster 
after 1743 and New York after 1758 (Colonial Laws of New York from the Year 1664 
to the Revolution [5 vols.; Albany, 1894], III, 324-25; IV, 306, 505-6, 680-81, 1111). 
Contrary to Seligman and Kinsman, in 1775 a faculty tax was levied on the black- 
smiths of Orange County (Laws, V, 860; Seligman, op. cit., pp. 371-72, 376-773 
Delos O. Kinsman, The Income Tax in the Commonwealths of the United States [New 
York, 1903], p. 11). 

6 Laws, ITI, 960, 962, 996-08; IV, 678-80, 722, 724; New York Historical Society, 
Collections (1876), pp. 361-64 (hereafter cited as N.Y.Hist., Coll.). 

7 The only exception was the highway act of 1775 for Albany and Tryon coun- 
ties. This statute ordered a small road tax levied on unimproved land (Laws, V, 
793-94). 

* Ibid., III, 324-25; IV, 827. 
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eral factors. In part it represented the political power of the great 
landholders, operating either through their votes in the legisla- 
ture or through pressure exerted upon county officials.? Again, 
statutory provisions for taxation of undeveloped property in Al- 
bany County and New York City reveal that the lack of plats of 
survey often made it impossible to ascertain the ownership of a 
given tract, and collection of a levy was therefore impossible.*° 
Since tax collectors held office for a year, a tax which could not be 
promptly collected could, in effect, never be collected.” Finally, 
it would appear that there was popular prejudice against the taxa- 
tion of unimproved land because nearly every property-holder 
possessed some undeveloped acreage.” 

Against these exemptions there was objection, ably summarized 
by awriter in the New-York Gazette, revived in the Weekly Post-Boy 
of November 11, 1751. So well did this essayist express the argu- 
ments of those demanding reform that R. R. Livingston may well 
have been rebutting this essay. The primary premise of the Post- 
Boy correspondent was the unfair burden of taxation placed on the 
merchants, who, he claimed, were each required to pay £40-£50 a 
year in property taxes and £400-£500 a year in duties on his 
goods. Nor could these duties be passed on, for the price of goods 
was fixed by scarcity and not by the amount of taxes paid on 
them. Then there was a second group of taxpayers—the yeoman- 
ry. A yeoman might own 500 acres of improved land and ade- 
quate stock; yet he would be forced to pay taxes of only £5 or L6a 


9 N.Y. Hist., Coll. (1876), pp. 361-64; Petition of Andries Coeymans to Governor 
and Council of New York, July 13, 1721; Philip Livingston to Robert Livingston, 
Albany, Jan. 14, 1720, Jan. 8, 1726, Livingston-Redmond, NYPL. 

%° Laws, III, 996-98; V, 793-04; E. B. O’Callaghan (ed.), The Documentary His- 
tory of the State of New-York (4 vols., quarto; Albany, 1850), I, 251-52 (hereafter 
cited as Doc. Hist.) 

Laws, III, 276-77; V, 83-85, 217-28. From 1721 to 1747 provincial taxes were 
levied on property to the amount of £97,371. In 1762, 8 per cent of these levies were 
still unpaid, and a special act was passed to force collection (ibid., IV, 656-65). 
Note the devices provided to permit collection of back taxes (ibid., III, 962, 996-98; 
V, 793-94). 

12 Ibid., IV, 884; Journal of the Votes and Proceedings of the General Assembly of 
the Colony of New York .. . . 1691-1765 (2 vols.; New York, 1764-66), IT, 338, 340, 
342, 361, 363, June 3, 8, 9, 19, Nov. 27, 30, 1753 (hereafter cited as Jour. Assembly). 
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year. Finally there was a group of great land barons who paid 
nothing on holdings of 30,000 acres of unimproved land. To reme- 
dy this situation, the essayist proposed that all good land in the 
province be required to pay a provincial tax of one penny an acre, 
all bad land one farthing an acre. Such a tax he defended on the 
grounds that it would yield revenue—estimated at £35,416 an- 
nually—large enough to meet all the demands upon the provincial 
government. Nor would the burden of such a tax be unduly 
heavy, for a landowner who leased 10,000 acres would receive an 
income of £1,000 a year rent, while the taxes would amount to 
only a little more than £41. Finally, the essayist urged the reader 
to remember that the landowner had the advantage of the in- 
creased capital value of his lands. The writer then turned to con- 
sider possible objections. He considered the argument that it 
would be unfair to tax poor lands and replied that poor lands 
usually were pine barrens and produced valuable timber. He ad- 
mitted that the proposed tax, added to the royal quitrent, would 
in some instances be a double tax, but he denied that the amount 
or number of instances of double levies would be important. 
Finally, he disclaimed any intention of distressing the land bar- 
ons: he urged that they were men of great wealth and therefore 
had “the largest Share of Power. ... . ” Certainly it was fair that 
such men should pay taxes in proportion to their estates and “not 
load the Poor and Industrious with the Taxes... . . ” And surely 
the land barons were prosperous enough, unless their estates were 
“attacked with those violent Distempers of Luxury and Ex- 
travagance, which will inevitably bring on a Mortgage, which is 
seldom or ever removed, but by the most diligent Application, or 
some surprising Turn of Fortune.” 

The taxes proposed in the Post-Boy would have meant ruin for 
the manorial lords, and in 1752 they had good reason to fear such 
a revision of the tax structure of the province. James DeLancey, 
the leader of the majority party, had proved himself to be de- 
voted to the interests of the New York City merchants" and 
already he had financed all the costs of King George’s War by 


"3 William Alexander to John Provoost, New York, Nov. 16, 1750 (draft), 
William Alexander MSS, Vol. I, No. 20, NYHS. 
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property taxes."4 It was this threat of tax reform, so fully ex- 
plained by Livingston in the following document, that was one of 
the forces impelling the Livingston family to wean the northern 
manorial lords away from the DeLancey party. And the Living- 
ston clan had other grievances against James DeLancey. The 
family had lost valuable offices as a result of the feud between 
Governor George Clinton and DeLancey, and the latter showed 
little appreciation of the sacrifice." Furthermore, by 1752 Massa- 
chusetts was beginning to contest the eastern claims of the lord of 
the Manor of Livingston, and the assembly and the governors of 
New York—among them James DeLancey—were to show little 
zeal in defending the claims of the Livingston family." The fear 
of tax reform, anger over the loss of offices, the desire to protect 
land claims, all caused the Livingstons of Clermont in December, 
1751, to plan open battle against James DeLancey. An alliance 
was offered to Governor Clinton and his supporters, who ac- 
cepted, only to have the bargain nullified at the will of the head of 
the Livingston family, the lord of the Manor of Livingston."? But 
other members of the Livingston family were becoming restive, 
and the lord of the manor became ever more fearful of his east- 
ern boundary. By 1752 agitation for the new party was well 
launched;** by 1754 the Livingstons had gained a respectable 


4 Laws, III, 403, 548, 578, 660. 

*S N.Y. Hist., Coll. (1920), pp. 90, 94-95, 141, 189, 245-47, 256; (1935), P. 11; 
A. C. Flick (ed.), The Papers of Sir William Johnson (9 vols.; Albany, 1921-39), I, 
273-74- 

%6 William Smith, Jr., History of the Late Province of New York .... (2 vols.; 
New York, 1829-30), II, 211; William Livingston to Robert Livingston, Jr., New 
York, Nov. 25, 1751, Feb. 4, 1754, Dec. 24, 1755, Feb. 11, 1756, and June 13, 1757; 
P. V. B. Livingston to Robert Livingston, Jr., New York, Nov. 26, 1751, Living- 
ston-Redmond, NYPL; Robert Livingtson, Jr., to Abraham Yates, Jr., Manor 
of Livingston, May 15, 18, 1757, Yates Papers, Box I, Nos. 28, 29, NYPL; Robert 
Livingston, Jr., to William Alexander, Manor of Livingston, March 26, 1753, Wil- 
liam Alexander MSS, Vol. I, No. 25, NYHS; William Alexander to William Coxe, 
New York, Jan. 27, 1752 (draft), Alexander Papers, Box I, No. 140, NYHS; 
N.Y. Hist., Coll. (1920), pp. 330-31; Jour. Assembly, II, 337, 339, 341, 524-25; 
May 30, June 5, 14, 1753, Feb. 18, 1757. 

*7N.Y. Hist., Coll. (1920), pp. 303-4, 306-8; [Cadwallader Colden to James 
Alexander, Coldingham, Dec. 26, 1751] (draft), Colden Papers, NYHS. 

*® With the foundation of the reform weekly, the Independent Reflector, in 
November, 1752 (New-York Mercury, April 30, 1753, Dec. 16, 30, 1754). 
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following in the assembly;** in the elections of 1761 they gained a 
scant, though unreliable, majority of the representatives.*® This 
document therefore is a clear-cut statement of one set of forces 
impelling a man to lead a successful political revolt. 

The document also foreshadowed party policy of the Livingstons 
in years to come, for, in a limited field of taxation—the levy for 
the maintenance of roads—the Livingston party applied the 
thesis, argued by R. R. Livingston in the following document, that 
taxes “ought to be equal in proportion to their [the taxpayers’] 
several Abilities at Under the basic act of 1703—and sub- 
sequent amendments—the maintenance of roads was provided 
for in great measure by the labor of residents who, whether free- 
holders or not, were subject under penalty of fine to be called to 
work on the highways for not more than six days a year.” These 
payments for fines were, until the introduction of an additional 
poll tax in 1760,” the only sources of income available to the road 
commissioners for purchase of materials for road construction or 
repair. Thus, until 176474 the basic levy for highways was in every 
county a poll tax, either in services or in cash. Objection to the 
unfairness of this levy on polls was one of the early tenets of the 
Livingston party on the grounds that a poll levy was unfair to the 


19 Jour. Assembly, II, 396, Nov. 1, 1754. The majority on this roll call was com- 
posed of members of the Livingston and Jones blocs (cf. ibid., 435-37, 441-42, 
Feb. 11, 13, 14, April 30, 1755). 

2° N.Y. Hist., Coll. (1876), p. 81; [William Smith, Jr.], “Thoughts to a Friend on 
the present Curbe du Pais,’’ Dec. 28, 1770, Smith Papers, NYPL. 


3t J recognize that this maxim had been accepted for centuries in England. I am 
developing the point only to demonstrate its appearance in New York as an instru- 
ment of party propaganda. 


7 Laws, I, 534-36, 632, 796-98; II, 70-73. These general acts applicable to the 
entire province were gradually superseded by series of acts applicable to only one or 
two counties. The first special act applicable to only one county was the act for 
Suffolk of 1721 (ibid., II, 45), but gradually special laws were passed for each county. 
Divergences quickly appeared between the systems of the several counties. 


23 Provided for the Goshen Precinct of Orange County (ibid., IV, 513-14). 


24 A property levy was ordered in 1764 to provide for the complete maintenance 
of the roads but not the streets of New York City and County (ibid., IV, 838-39; 
[H. L. Osgood (ed.)], Minutes of the Common Council of the City of New York, 1675- 
1776 [8 vols; New York, 1905], I, 314-16; VI, 412-13 [hereafter cited as Minutes of 
N.Y.C.C.)). 
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poor and therefore inequitable,» and, after this party gained 
virtual control of the assembly in 1761, reform was gradually 
undertaken. The first step was to change the basis of levy from 
polls to property, a reform caused by the desire of some counties 
for funds to hire artisans and to purchase materials,” and of other 
political subdivisions to pay all costs of highway maintenance.”’ 
To transfer the cost of the maintenance of the roads from a poll 
levy to a property tax obviously placed a heavier burden on the 
wealthy, and that such would be the effect of the tax was clearly 
recognized at the time. Thus, in the instance of Albany and Tryon 
counties the revision was extended to a graduated scale of taxa- 
tion by which the rate of the levy on the most wealthy taxables 
was one-third higher than that on the poorest taxables.** The 
defense of this policy is suggested by the Ulster act of 1770, which 
directed that the levies for the road tax be made “‘with due respect 
.... to the comparative Abilities of the Inhabitants therein as- 
sessed. .... 29 A second type of reform of the highway levy was 
the creation of regulations which would place upon the wealthier 
a heavier share of the road work. Two methods were pursued to 
achieve this end. One device was to require that resident free- 
holders or householders should be forced to work twice as many 
days as non-property-holding tradesmen or laborers.*° Another 
method was prescribed for Albany and Tryon counties in 1772. 
For just as this act had placed a heavier incidence of taxation 

as N.Y. Mercury, Feb. 17, 1755; Independent Reflector, Dec. 14, 1752; New-York 
Gazelle, revived in the Weekly Post-Boy, Feb. 17, 1755 (hereafter cited as N.Y. 
Post-Boy). 

26 Two northern precincts of Orange County, 1765; Ulster County, 1770; Albany 
and Tryon counties, 1772; Dutchess County, 1773 (Laws, IV, 890-91; V, 95-06, 
373-76, 466-67, 482). 


27 New York City and County, 764; Albany City, 1768; Borough of Westchester, 
1773, repealed, 1774; permissive for certain precincts of Ulster County, 1770 (ibid., 
IV, 838-39, 1050-51; V, 97-98, 570-73, 672). 

28 The act provided that a man assessed £5 or less should pay no road tax; £10, 
one shilling six pence; £20, three shillings; £30, five shillings; £40, seven shillings; 
£50, nine shillings; over £50, twelve shillings (ibid., V, 374-75). 

29 Tbid., P. 95. 

3° Ulster, 1770; Charlotte, 1772; Cumberland, 1774 (ibid., IV, 934; V, 95, 408-9; 
676). 
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upon the wealthier, so did it provide a graduated scale by which 
the larger property-holders were forced to assume a greater num- 
ber of working days. Thus a man assessed for a property valua- 
tion of £50 was annually liable for 8 days’ work, whereas a man 
assessed only £5 was assigned 3 days. This system of taxation 
was levied in order that the maintenance of the highways “may 
be as equitably proportioned BETWEEN the Inhabitants... . as 
the Nature of the Case will admit.”** This note of social justice 
was stated even more clearly in an Ulster act of similar content: 
“According to the said [expiring] Act no Difference is made be- 
tween the Rich and the Poor; but they are (contrary to common 
Justice) obliged to work every Year an equal Number of Days. 

.. .’3 Thus the reform of the support for road maintenance was 
persistently based on the principle that the wealthier should bear 
a heavier share of the burden because of their superior ability to 
pay and because of the demands of “common Justice.” It will be 
noted that those acts which stated those principles most fully—in 
theory and application—were acts extending to Ulster, Albany, 
and Tryon counties. These were counties which, from 1761 to 
1775, were represented by assemblymen pledged to the Livingston 
party and their representatives were therefore only putting into 
effect R. R. Livingston’s opinion that taxation should be gradu- 
ated according to ability. Furthermore, it is noteworthy that the 
more sweeping reforms were constituted after 1769, a year in 
which the Livingstons met a crushing defeat at the polls through- 
out the province. Clearly, these adaptations of the tax structure 
were being developed by the Livingstons as one of the several pro- 
grams by which they hoped to gain popular support at the next 
election.*3 

By accepting an economic interpretation of politics as the basic 
premise for his argument, Livingston was simply summarizing 
New York political thought; his statement is unique among the 


3 Ibid., V, 373-75. A man assessed £5 was required to work 3 days a year; £10, 
4 days; £20, 5 days; £30, 6 days; £40, 7 days; £50, 8 days; over £50, 9 days. 

3 Ibid., p. 95. 

33 For formulation and agitation of ‘‘rabble-rousing” issues, see the William 
Smith Papers, NYPL. 
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New York materials only because of its clarity of statement and 
precision of application. The theory was accepted without ques- 
tion by New York political commentators that self-interest— 
personal, occupational, class, partisan—was the basic control over 
men’s political judgments. An essayist of 1753 wrote: “ "Tis true, 
every Man ought to promote the Prosperity of his Country, from 
a sublimer Motive than his private Advantage: But it is extreme- 
ly difficult, for the best of Men, to divest themselves of Self- 
Interest 34 A propagandist for paper money in 1729 con- 
sidered the probable reaction to his proposal by the farmer, the 
artisan, the lawyer, the money-lender, the merchant, the great 
landowner; he was able to decide the opinions of these several 
groups by adopting the premise “that Men are always powerfully 
influenced in their Opinions and Practices by what appears to be 
their particular Interest ”38 In 1726 Cadwallader Colden, 
writing upon the proper methods of taxation, indicated in pungent 
terms his certainty of class interests: 

I would ask . . . . in what country .. . . the whole Burthen [of taxes] was 
taken off the Poor, and laid on the Rich: Is it not generally the Rich that 
lay Taxes, and do they not constantly take care not to Overburthen them- 
selves? It is true they are often Chosen by the Poor, but have they not al- 
ways found out ways to keep them Dependent, either by their Hopes or 
their Fears? so that they are in effect, at the Command of the Rich, tho’ 
they may think themselves ever so much at their own Disposal 
they expect to be proof against the deep Designs of men . . . . whose Inter- 
est is so highly concerned to avoid a heavy Load themselves, and to shuffle 
it off upon others . . . .?36 


Luminously, Peter R. Livingston, a leader of the Livingstons, 
revealed the weight of economic gain in party disputes, when his 
father chided him for demagogery and fomentation of religious 
intolerance: 


Am Sorry to find that you think the present Parties are a Striving [?] 
whether the Church or Meeting shall rule. it is by no means so. But the 
DeLancyes are striving[?] their utmost to make our famaly rediculous and 


34 Independent Reflector, Jan. 25, 1753. 

38 New-York Gazetle, June 2, 9, 16, 1720. 

36[ Cadwallader Colden], The Two Interests Reconciled .... (New York, 1726), 
pp. 11-12. 
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to keep them out of all Posts of Honour or Profit and are determined to 
oppose every thing and every body that they support which is too hard to 


Thus the force of economic pressure in politics was to the mind of 
the contemporary New Yorker a constant—the prevailing attitude 
had been summed up in 1709 by an obscure English officer: ‘“In- 
terest that governs all the world, tyrannizes at New York.’’* 

In their discussions of the clash of economic interests, the New 
York pamphleteers at times differentiated between the demands 
of the rich and poor, and beginning in 1734 occasional references 
were made in the political literature to the middle class.*° These 
appeals to class political action were more apt to be based upon 
prejudices or relatively minor annoyances than upon divergent 
economic programs.*® The wealthier argued that they were better 
qualified to rule than their poorer fellows; if the poor would elect 
the wealthy to office, the rich would insure the material prosperity 
of the poor. Naturally, it followed that, once the wealthy were 
elected to the assembly, the representatives should rely upon their 
own judgments and not be subject to the pressure of the elector- 
ate. Therefore the wealthy opposed the publication of the votes 
of the representatives and open sessions of the assembly.“ On the 


37 Peter R. Livingston to Robert Livingston, Jr., New York, April 20, 1770, 
Livingston-Redmond, NYPL. 

38 E. B. O'Callaghan et al. (eds.), Documents Relative to the Colonial History of the 
State of New York (15 vols.; Albany, 1853-87), V, 81 (hereafter cited as N.Y. Col. 
Docs.). 

39 Peter R. Livingston to Robert Livingston, Jr., New York, June 15, 1760, 
Livingston-Redmond, NYPL; Timothy Wheelwright (pseud.), King’s County, the 
12th of September, 1734. Mr. Zenger ... . ([New York], 1734), p. 3; N.Y. Post-Boy, 
Jan. 18, 1748, suppl.; N.Y. Mercury, Mar. 10, 1755; New-York Weekly Journal, 
Mar. 1, 1736, Oct. 12, 1747; New York Journal, or General Advertiser, Dec. 17, 1767, 
April 30, 1768, suppl. 

4° The great exception is the pamphlets written during the campaign of 1726: 
[Cadwallader Colden], The Interest of the Country in Laying Duties....; The 
Interest of City and Country To Lay No Duties ....;[Colden], The Two Interests 
Reconciled .... (New York, 1726). These pamphlets consider both occupational 
and class interests. 

« N.Y. Journal, Feb. 17, 24, 1735; An Unanswerable Answer to the Cavils and 
Objections ....([New York, 1739]); New York Evening Post, Oct. 5, 1747; N.Y. 
Mercury, Jan. 16, 1769. 
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other hand, the middle-class leaders urged that the rich gained 
their political power by applying pressure upon debtors and those 
with whom they traded and hired and, to maintain this influence, 
were anxious to defeat proposals to inaugurate the secret ballot.” 
These pamphleteers were little impressed by claims that the 
wealthy inherently possessed the ability to rule, and, in addition, 
they questioned the morals of the rich and urged that the mon- 
eyed men, recognizing their superior powers of self-defense 
through flight, “the Force of Money, and Powerful or rich Rela- 
tions,” would be more susceptible to abuse of power than would 
be men of the middle class. To the contrary, “the middling 
People, the Farmers, Shop-keepers, and Tradesmen .... ,”’ had 
ample political abilities and were the most honest and moral class 
in the community. Upon them was placed the bulk of the burden 
of the financial support of the government and the defense of the 
province, and they too had property to protect against tyranny or 
invasion.* 

Not until about 1750 did there appear an urban and a rural 
proletariat. The rural proletariat consisted of a number of farmers 
of the counties east of the Hudson who were either tenants-at-will 
or who held short-term leases. These men demanded, preferably, 
outright ownership of their land or, failing to gain fee simple, life- 
time leases. This agitation flared up in Dutchess County from 
1749 to 1753 on the Pawling and Beekman estates, from 1753 to 
1758 on the Manor of Livingston, and from 1765 to 1768 on the 
great estates in Dutchess and Westchester counties. The anger 
of the tenants was expressed in refusal to pay rents, in ejectment 
by mobs of those tenants accepting leases for higher rents, in riots 
against the landlords, and in votes for candidates opposed to the 
land barons.‘* The New York City proletariat appeared as a re- 

# N.Y. Mercury, Jan. 8, 1770; N.Y. Journal, Sept. 5, 1737, March 19, 1739; 
An Unanswerable Answer; Flick (ed.), Johnson Papers, VII, 334; ‘‘To the Free- 
holders, and Free-Men, of the City and County of New-York. Gentlemen, The im- 
portant Advantages arising . . . . ,” (broadside) ([New York], 1770). 

43 N.Y. Post-Boy, Jan. 18, 1748, suppl. The author was Cadwallader Colden 


(N.Y. Hist., Coll. [1919], pp. 312-28). 
44“A Packet of Old Letters,”” Dutchess County Historical Society, Year Book, 
1921 (Poughkeepsie, 1922), pp. 34-35; Henry Beekman to Henry Livingston, Rhine- 
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sult of a sharp transition of the pattern of production in New York 
after 1748, a shift which at once placed the skilled artisan com- 
pletely beneath the control of a master and which likewise brought 
into the city a large number of unskilled day laborers—men who 
worked for a wage approximately so per cent less than that of the 
artisans.‘5 This heterogeneous group signalized their growth of 
numbers by rioting against a devalorization of English pence, a 
reform which bore heavily on the poor,** and the hard times of the 
1760’s brought complaints of low wages and high prices.‘? Ten- 
ants complained against statutes which prevented subleasing of 
rooms in rented houses and against excessively stringent building 
codes,** and the artisans of the city complained that small claims 
could not be collected as easily in the city as in the other coun- 
ties.*? Charges were made that poor and rich were forced to serve 
the same length of time in road work, the city watch, and the 
militia, and that therefore the poor were in effect taxed excessive- 


beck, Aug. 31, 1749, New York, Jan. 9, 1753, Misc. MSS Beekman, NYHS; “By 
the Honourable James DeLancey..... A Proclamation ....June 8, 1757” 
(broadside) (New York, 1757); Robert Livingston, Jr., to William Alexander, 
Manor of Livingston, March 26, 1753, Wm. Alexander MSS, Vol. I, No. 25, NYHS; 
Robert Livingston, Jr., to Abraham Yates, Jr., Manor of Livingston, May 2, 1755, 
Yates Papers, Box I, No. 11, NYPL; N.Y. Post-Boy, Sept. 18, 1766, Jan. 18, 1768; 
N.Y. Col. Docs., VII, 825-26, 845-46, 849-50; Philanthropos, ‘‘A Few Observa- 
tions .. . .”” (broadside) ([New York], 1768); P. R. Livingston to Philip Schuyler, 
New York, Feb. 27, 1769, Schuyler Papers, Box 23, No. 1222, NYPL. Mr. Irving 
Mark of Brooklyn College will shortly publish a monograph on this subject. I am 
greatly indebted to Mr. Mark for suggestions. 

4s Beverly McAnear, “Politics in Provincial New York, 1689-1761"’ (MSS, 
Doctor’s thesis, Stanford University Library), II, 531-35; N.Y. Journal, April 
7, 1768; A. C. Flick (ed.), History of the State of New York (10 vols.; New York, 
1933-37), Il, 308-9; N.Y. Mercury, Aug. 7, 1758; John Edward Pryor, Ledger, 
1759-68, Day Book, 1762-67, NYHS; Joshua Delaplaine Papers, NYHS. 

4©N.Y. Mercury, Dec. 24, 31, 1753, Jan. 7, 21, 1754; N.Y. Post-Boy, Jan. 14, 
April 22, 1754. 

47 [Weyman’s] New York Gazette, Sept. 12, 1763; N.Y. Journal, April 7, 1768; 
N.Y. Post-Boy, Aug. 26, 1762; N.Y. Mercury, Nov. 27, 1769. 

48 N.Y. Journal, April 30, suppl., May 5, 1768; N.Y. Mercury, Feb. 9, 1761. 

4 N.Y. Post-Boy, Feb. 17, 1755, Feb. 29, 1768; N.Y. Mercury, Feb. 17, 1755; 
Probus [William Smith, Jr.], “Mr. Parker, A Bill was sent up... .” (broadside) 
(New York, 1769). 
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ly.5° Stress was laid on these grievances during political cam- 
paigns, and while neither urban nor rural proletariat ever devel- 
oped a comprehensive political program, yet during the pre- 
Revolutionary years their restlessness was played upon by con- 
servative and radical, Livingston and DeLancey, as the several 
groupings of the propertied classes each in turn sought the sup- 
port of the Sons of Liberty.“ That such political manipulation 
might involve a political and social revolution men of property 
became aware, and on the very eve of the Revolution James 
Duane wrote a clear expression of the fears that the wealthy 
politicians had of their propertyless supporters: 

I am much pleased that young Mr. Livingston is raising a company in 
the Manor. I wish he may extend his View’s further, in the only plan, 
which, independent of the grand Contest, will render landed property 
Secure. We must think in Time of the means of assuring the Reins of Gov- 
ernment which these Commotions shall subside[.] Licenciousness [?] is the 
natural Object of a civil-ver [sic] discord and it can only be guarded against 
by placing the Command of the Troops in the hands of Men of property and 
Rank who, by that means, will preserve the same Authority over the Minds 
of the people which they enjoyed in the time [?] of Tranquillity.» 


These class groupings had only begun to take form when Liv- 


ingston wrote this essay, and he therefore analyzed the social 
structure of the province according to occupational interests. 
Indeed, in stressing occupational groups Livingston was following 
the analysis which was common in New York throughout the 
provincial period. To the New Yorker of the 1750’s there were 
five great economic divisions: the merchants, the lawyers, the 


s°oN.Y. Post-Boy, Feb. 17, 1755; N.Y. Mercury, Feb. 17, 1755; N.Y. Journal, 
Sept. 23, 1735; Independent Reflector, Preface, p. 27, Dec. 14, 1752, Jan. 11, 1753. 

st (W. Smith, Jr.], “Draft letter Feb. 1, 1770 to Boston to be printed as exposing 
the last Session of the Assembly”; [W. Smith, Jr.], “Thoughts to a Friend on the 
present Curbe du Pais,’”’ Dec. 28, 1770; William Smith, Jr., Diary, Vol. IV, May 18, 
June 14, 1774, Smith Papers, NYPL; William Smith, Jr., to Philip Schuyler, [New 
York], Nov. 22, 1774, Schuyler Papers, Box 24, No. 1878, NYPL; Plebian, An 
Answer to the Citisen’s Address to the Public .. . . ((New York], 1769); “Reasons 
Against any of His Majesty’s Council Voting. ...” (broadside) ([New York, 
1769)). 

s? James Duane to Robert Livingston, Jr., Philadelphia, June 7, 1775, Living- 
ston-Redmond, NYPL. 
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land barons, the yeomen, and the artisans;** and the demands 
made by these classes were the bases of the programs of political 
parties. The most influential men were the merchants, whose cen- 
ters of influence were New York City and Albany City, but who 
also, through their extensive investments in landed estates, held 
control of Westchester and Orange counties. The merchants in- 
sisted upon free trade within the empire, arguing that New York 
City might be developed as a great continental entrepét through 
the force of cheap prices.‘ Thus they opposed any proposal to 
subsidize or to protect New York industries, all mercantilistic 
projects to promote trade with Europe,® and all plans to regulate 
the Indian trade.*° They insisted that taxation of property should 
be substituted for levies upon trade, and, unable to accomplish 
this maneuver, the merchants urged governmental economy in 
order to curtail demands for additional revenue.’ In order to pro- 
tect exchange from the perils of inflation, they opposed currency 
issues. Paradoxically, they fought for governmental standardi- 
zation and inspection of standard export items such as barreled 


53 N.Y. Hist., Coll. (1877), pp. 68-609. 

54 “Mr. Nicholl’s Pamphlet to Influence Elections of Assembly and to hinder the 
Assembly’s Continuing the Revenue to the King,” [April, 1699], CO: 5:1042, No. 
23(ii), Public Record Office (Library of Congress transcript) (hereafter cited as 
PRO [LC trans.]); The Interest of City and Country; N.Y. Journal, Sept. 5, 1737. 

8s Jour. Assembly, I, 548, 551-52, 638, 641, 645, Oct. 5, 25, 1726, Aug. 29, 
Sept. 12, Oct. 3, 4, 1732; N.Y. Journal, March 18, 1734; The Interest of City and 
Country. 

S6[Philip Livingston to William Burnet], Albany, July 3, 15, 1725 (drafts); 
Philip Livingston to Robert Livingston, Albany, Sept. 23, 1725; [Robert Livingston 
to William Burnet(?)], Albany, Aug. 12, 1725 (draft); ‘‘About the act prohibiting 
Indian goods going to Canada,” Nov. 1729, Livingston-Redmond, NYPL; N.Y. 
Hist., Coll. (1877), pp. 184-85; Flick (ed.), Johnson Papers, V1, 762-64; VII, 11, 
153-55, 301, 569; N.Y. Mercury, April 12, 1762. 

s7‘*Mr. Nicholl’s Pamphlet ....”; Zo All whom these Presents may Concern 
(New York, 1713), pp. 2, 6; N.Y. Evening Post, Jan. 25, 1748. 

58 Petition of grand jury for city and county of New York, Nov. 28, 1717, “Some 
Considerations to be humbly offered to the Lords of Trade... . ,” Dec. 23, 1717 
(draft), John Jay Papers, Box III, fols. 16, 14, NYHS; N.Y. Gasette, May 11, 
1730. The merchant-led DeLanceys financed King George’s and the French and 
Indian wars by means of currency issues, and by 1764 had swung to an insistence 
upon a currency issued by a provincial loan office (John Watts to Robert Monck- 
ton, New York, April 14, 1764, Chalmers Papers, New York, Vol. III, No. 70, NYPL). 
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meat. and flour.s*? Upon this program, grounded on the concept 
that the welfare of the province depended upon the prosperity of 
New York City, the merchants built three political parties: the 
“Young” Anti-Leislerians (1705-16); the Phillipses (1718-45); 
and the DeLanceys (1745-75). Through these three parties the 
merchants ruled the province for most of the years after 1705. 

The second moneyed bloc was the group of great landowners— 
men who owned from 100,000 to 1,000,000 acres. It was the prac- 
tice of these men to lease this land subject to a small annual rent, 
but much of their holdings remained undeveloped during the 
provincial period. Many of the claims to these tracts rested upon 
vague or fraudulent patents, and protection of their titles and 
claims was always the cardinal point of the landlords’ program. 
To achieve this policy they prevented enforced governmental sur- 
vey and recording of their holdings; they sought to control the 
courts; they insisted that the province must defend its most ex- 
tensive boundary claims.™ Still another demand was for acts to 
facilitate division of tracts patented in partnership. In many in- 
stances, these grants in partnership were not divided after the 
patent had been secured and by the time growth of the province 
had made development profitable, many of the original patentees 
had died. English law expected consent of patentees or their heirs 
to contemplated division of lands, and royal officials wanted prior 
governmental survey of the lands divided. For the land barons 

89 William Alexander to John Provoost, New York, Nov. 16, 1750 (draft), 
William Alexander MSS, Vol. I, No. 20, NYHS; Laws, III, 788-93; V, 198-202, 
266-68, 361-63; Jour. Assembly, I, 563, 820, 822-23, Oct. 19, 1727, Oct. 29, Nov. 
10, 1741; II, 294-96, Oct. 24, 26, 31, 1750; N.Y. Post-Boy, Oct. 22, 1750, June 4, 
1753; N.Y. Mercury, June 25, 1753. 

6e [Cadwallader Colden], ‘History of early land-grants” [1723?], and “Summary 
of the history of patents and quit-rent provisions” [1725?], (drafts), Colden Papers, 
NYHS; N.Y. Hist., Coll. (1876), pp. 361-64; (1877), pp. 68-75. 

6t N.Y. Hist., Coll. (1876), pp. 361-64, 469-70; (1877), pp. 68-74; Smith, Hist. 
of N.Y., Il, 143-46, 211; William Smith, Jr., to Philip Schuyler, New York, Feb. 
23, 1767, Schuyler Papers, Box 23, No. 1834, NYPL; R. R. Livingston to Robert 
Livingston, [New York], Sept. 18, 1767, Livingston-Bancroft, NYPL; N.Y. Mer- 
cury, Nov. 27, 1769; F. J. Paris to James Alexander, Jan. 8, May 8, 1756, N.Y. 
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MR. ROBERT R. LIVINGSTON AND LAND TAX 79 


this process was at once too tedious and too dangerous.” The 
manorial lords also successfully circumvented the royal instruc- 
tions by blocking the collection of the royal quitrent, either by 
emasculating laws ostensibly intended to enforce collections or by 
concealing from the king’s officers the extent of their holdings.* 
This class followed the leadership of the merchants until the Liv- 
ingstons after 1752 induced the northern landlords to form an 
independent party. 

A third group was the lawyers, both bench and bar, and to this 
group great power has been attributed.® It is very true that indi- 
vidual lawyers did possess great political influence within the 
province, for of the seven parties which existed in New York be- 
tween 1705 and 1775, five were led by lawyers. But too much 
stress must not be placed upon the dominance of a few men. Not 
only does closer analysis reveal that the lawyers as a group were 
not united until their acceptance of Livingston leadership after 
1760, but, during the 1760’s—the very decade when most was 
said about the political activities of the lawyers—the majority of 
the attorneys were so uninterested in political activities that they 
did not trouble to vote.®* So far as program was concerned, the 

6: Henry Beekman to Henry Livingston, New York, March 20, 1750/1, Misc. 
MSS Beekman, NYHS; N.Y. Mercury, Nov. 27, 1769; N.Y. Hist., Coll. (1876), 
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64 N.Y. Post-Boy, March 7, 1768; N.Y. Hist., Coll. (1876), pp. 469-70; (1877), 
pp. 68-74; {Cadwallader Colden], The Conduct of Cadwallader Colden ([New York], 
1767), pp. 12, 13; Philanthropos, ‘“‘A Few Observations,” (broadside) ([New York], 
1768). 
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eighteen voted in at least one of the three provincial elections held during the 





80 BEVERLY McANEAR 


major task of the politically minded lawyers was to shape plat- 
forms attractive to the electorate and to the governors, for there- 
by could be gained the reward of political office. They also sought 
to protect their source of income by opposition to governmental 
regulation of their fees® and to the establishment of small claims’ 
courts.” After 1760, the lawyers of the Livingston party were 
anxious both to defend the titles of the manorial land grants and 
to prevent a provincial land tax. This alliance between land and 
law resulted in part from blood or marital relationships between 
the attorneys and the manor lords, in part from anxiety for the 
safety of their own property, and in part from a desire for the 
briefs granted by the landowners. 

The great bulk of the voters was to be found among the 
artisans of New York City and the yeomanry of the farming 
counties, and from 1709 to 1739 these groups had great influence 
upon, often control over, New York legislation. Both groups 
favored currency inflation,” and both favored efforts to lower by 
statute the interest rate upon loans.” It was these two groups 
which, in 1737, created a provincial loan office with a capital of 
£40,000, an institution which at once issued a quantity of cur- 
rency, forced a substantially lower rate of interest, made available 
a relatively large supply of capital, and provided a source of 
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revenue for the government.” The farmers’ demands solely for 
their own group seem to have been few. Fervently they resisted 
taxation of property by the province;’} vehemently they insisted 
that plans to limit to New York City the milling and bolting of 
flour would place them in a position of economic servitude to the 
city merchants.” They desired effective legislation for building 
roads;’5 they wished that justices of the peace be empowered to 
try small claims’ cases.” The artisans of New York City wanted 
more. They urged that the provincial or at least the city market 
be closed to the invasion of New Jersey labor and manufactures,” 
and that protection or subsidies be extended to the ship-building 
trade, to infant industries, and to overseas shipping.” They de- 
manded that laborers be freed from competition with negro slaves, 
and, to supply needed labor for new industries, they urged that 
the province aid the importation of white servants.”? At times the 
artisans desired limitation of the export of raw materials neces- 
sary to their crafts.*° But the artisans and the yeomanry never 
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held leadership in provincial politics; their role was to choose their 
rulers from among the propertied. 


THE DOCUMENT 
MR. ROBT. R. LIVINGSTON’S REASONS AGT. A LAND TAX* 
I willingly, my Friend, sit down to give You such Reasons against 
a general Land Tax as occur, without however giving myself any 
trouble about their Disposition. At the same Time I can’t help 
laughing at the Use You say You intend to make of them. Which 
as You expressed it, was to propagate just Notions on this Subject. 
The Design I own is laudable. But the Supposition, that Men are 
governed by Reason in the Management of Politics, appears to me 
a stronger Proof of Yr. Probity, than of Yr. Acquainti[n]ce with 
the World. Take but a cursory View of any Country whatever, 
And You'll soon perceive it divided into several Parties, contend- 
ing for the Superiority with the greatest Eagerness, not only by 
advancing their own Interest, but by oppressing their An- 
tagonists, and as often as an Opportunity offers to do both at a 
Blow, they are sure to embrace it, without reguard to any thing 
wch Reason or Justice might object. Thus in England there are 
the Weaver’s & the Clothier’s Interest, the landed & the trading 
Interest, the Manufacturer’s & the Exporter’s Interest etc etc. 
And tho’ they all depend on each other, Yet they are always at 
War, and the Partisans of each will ever look upon that as the 
highest Reason, & most powerful Motive to Action with which 
their party Interest is connected. In New York we are naturally 
divided into a Landed & monied Interest. The first [second] of 
these Parties makes much the greatest Figure. As the Profits on 
Trade & Interest of Money are very considerable, while the Rents 
of Land, even where the Estate is large, and compleatly settled 
will scarse maintain a Family in the most frugal Manner. The 
last [first] have however an Interest equal with the former in our 
General Assembly. for the Monied Men being mostly collected in 
the City, have left the Superiority in the other Counties to their 
Opponents. This has prevented the Destruction with wch, by an 
unequal Land Tax many of them have been thretned. But I do 


8 Permission to print granted by Dr. H. M. Lydenberg. 
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not expect they will long support the Contest, because they will 
probably be divided by their Enemies, who I hear, that they may 
do it the more effectually, propose the righteous Scheme of Taxing 
Lands by the Acre. By this Means they gain to their Party all 
those who are possessed of small Tracts of Land, very valuable 
from the Goodness of their Soil or their Situation: For these will 
expect to pay some of them one tenth and others only one 
hundreth part of what must be paid by those who are principally 
devoted to Destruction. This Argument deduced from the In- 
terest of Parties You will find ponderous enough to weigh down 
every thing which can be said ugainst the Expedience of the Tax. 
And those who have this Byas on their Minds will appear Proof 
against whatever can be said on the otherside of the Question. 
Nay You shall find Demonstration itself treated as a trifling 
Sophism, while the most frivolous Arguments shall be looked upon 
as Demonstrations. To make this the more evident let us take a 
nearer View of these two Parties. The monied Men as I observed 
before make by much the most splendid Figure. This gives them 
an Interest and Connection with our Governors, & the great Men 
in Power at Home; by this Means they have the Ruling of the 
Roast, and all considerable Posts & profitable Imployments fall 
naturally into their Hands. This Exaltation, one would be apt to 
say, should satisfy them. But this is not the Case. It is the Na- 
ture of Man never to be satisfied. Tho’ this Station be ever so 
agreable & he is sure to enjoy it during Life, Yet there will be 
Somthing wanting If he has it not in his Power to leave it to his 
Heirs, Nothing less than a Fee [?] will satisfy his Ambition. Now 
the other Party whose Ancestors have made the invidious Choice 
of providing for their Posterity by the Purchase of Lands, tho 
reduced to a very frugal and obscure Life, and unable to vie with 
their Antagonists; Yet by that very Frugallity, which their Cir- 
cumstances has made Necessary, they are slowly creeping up, so 
as to give them Umbrage, & threaten a participation of Power. 
Since this is the Case, we are not to immagine those in Possession 
will quit the Field without a Strugle. No, every Nerve will be 
strained, & every Means imployed to depress the Landed In- 
terest, and it will be well if the Liberties of our Country remain 











84 BEVERLY McANEAR 


uninjured in the Contest. I have said enough to convince You, 
that in Affairs of this Nature Reason, & Argument are no more 
reguarded than the small{l] Dust of the Balance. I will however 
perform my Promise; & if the following Arguments afford You 
any Entertainment, my End in Writing will be compleatly an- 
swered. 

In what Shape this Tax, so long a hatching, will appear when it 
comes to Light we know not: Therefore we must speak on various 
Suppositions. The taxing Land by the Acre is so apparently un- 
just, that no body denies the Inequality of this Method: But at 
the same Time they affirm, that it would be useful in obliging the 
Proprietors of large Tracks to procure their Settlement. If this is 
the Design in View, it should no longer be called a Tax but a 
Penalty laid on the Proprietors of large Tracts of Land, for their 
Negligince in Improving them. How proper the laying on them 
this Penalty is, and how conducive to the End proposed; I will 
consider after I have considered it as [a] Tax. Others again are a 
little more equitable, and propose to tax Lands according to their 
Value. It will appear that both these methods are unjust if un- 
improved Lands are included in the Numbers of Taxables. For all 
Taxes must be paid out of an Income. To oblige Persons to sell 
their Estates in order to pay their Taxes is not prudently sharing, 
but flea[cling. It requires no more Arithmetic than every Man is 
Master of who can count his Fingers, to prove, that if Lands pro- 
ducing £100 Yearly are taxed at 10£ and that which produces £10 
at 1£, then that which produces o should be taxed at o. But here 
follows an Objection which has served to impose on Many, and to 
cloud this otherwise self evident Truth. Land, say the Objectors, 
yearly rises is [in] Value, so that he which [who] lays out £100 in 
Land will find it worth £200 at the End of 5 Years, three hundred 
pounds at the End of 10 Years & so on; and though the Possessor 
receives Nothing, Yet as his Estate is constantly increasing, he 
ought to be taxed for its Rise, as well as for an annual Income. 
This Objection I own is Specious, But by the Help of as little 
Arithmetic, as I have used above it’s Falacy will appear. All Land 
is valued either for a present, or the prospect of a future Income. 
If it never produces either, it is a mear Bubble; & the Proprietors 
should no more be taxed on it’s Account, than for the Rise of 
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Stock in South Sea Year: And sure, if the Unhappy Suffer[er]s 
had then been taxed for their Imaginary Riches, it would have 
been a Cruel Addition to their Misfortunes. So If a Man was to 
lay out 10,000£ in a Mine it ought to be taxed at what that Yearly 
produced, and not at what is it’s imaginary Value, for possibly it 
may produce Nothing. I have heard it said in Answer to this, that 
these Instances do not come up to the Point, because the Rise of 
Lands is more certain and regular. I profess I do not see the 
Weight of the Objection; since they all agree in this that they are 
uncertain & the Defference between more or less certain is not at 
all material. This will appear by putting a Case still more certain 
than the Rise of Lands. Let us suppose one purchased Lands, 
worth one hundred Pounds a Year, to be delivered him ten Years 
hence. Now its certain that if tooo£ paid down was the Value of 
this Estate; at the End of the ten Years it would be worth 2000£ 
or there abouts; because that purchase Money with compound 
Interest would amount to so much. To save the Trouble of com- 
puting how much it rises Yearly, supose further, that it increases 
in Value one hundred Pounds every Year, and that the Tax on a 
Yearly Income of that Value is £10. I say then that if this Pur- 
chase be taxed at £10 Yearly it is taxed two much, Because his 
Neighbour’s which is worth £100 of Yearly Income in Possession 
is only taxed £10. and as no body can say that these too Estates 
are equal, so they ought not to be taxed at equal Rates 

Now if You have had Patience to read so much of this dry 
Reasoning, You will perhaps enquire, how much the first Man 
whom I'll call the Reversioner is over rated. Figures will soon tell 
You. 


The Possessor in 11 Years received £1100 & pays.... £110:-:- 
The Reversioner in the same Time receive £100 & 
DE cot ia athheneer eh ee hioned ahanieneles “ 10-> 


But he has paid, according to the above supposi|tiJon, as 
much as the former; therefore he has paid too much 
NTS bos canscccecensceseeecns 100:-:- 


So that You see that all that he paid before the Estate came to his 
Hands was unequal, & unjustly exacted. QED I think I have a 
Right to place those Letters here, which You know, (tho’ you 
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have not looked into a mathematical Book since You left College), 
stands for Quod erat Demonstrandum; And tho Mathematicians 
after they have made use of them never trouble their Heads about 
Objections, well knowing that all Objections to a Demonstration 
are triffling and insignificant; yet it will not be amiss to give an 
answer to a Question which I have frequently heard asked, with 
a very important Air, & wise Look. to Wit, would You have him, 
whose Estate is Yearly increasing in Value, pay nothing to the 
support of the Goverment by which it is protected? No—Not 
if it rises twice as fast as his, whose Estate lays it [in] good 
Mortgages and Bonds? No, not if it rises 10, nay 1000 times 
faster. For this can be only from the Prospect a future Revenue 
or Income, and if this be imaginare the Lands are actually worth 
Nothing. But if they answer Expectation and actually produce 
an Income, let them be taxed according to that Income, and then 
as is before demonstrated they pay all they ought to pay. But 
can’t Persons screen themselves from Taxes, by laying out their 
taxable Estates into such as according to this Reasoning ought not 
to be taxed? I answer the Country can receive no Prejudice 
by this, because it’s evident that nothing can pay a Tax or make 
a Part of it’s Revenue but what produces somthing. Ex nihilo 
nihil fit. Tho I lay out £1000 of taxable Estate for what can pay 
nothing, for the b[e]st Reason in the World because it brings in 
Nothing. Yet I do not anihilate the the [sic] former, but it pays 
the same Tax it did before into what ever hand it comes. 

All just Taxes may be reduced to these three Heads. the 
1st the one I have been speaking of, wch is a Contribution Indi- 
viduals are by Law obliged to pay towards the Expence of Sup- 
porting & defending the Goverment. This Reason tells us ought 
to be equal in Proportion to their several Abilities, not only be- 
cause it is but equitable and right that each should equally par- 
take of the Inconveniences and Advantages which ye Civil 
Society affords, but because by this Means the State is better 
able to exert it’s Powers: For if the Taxes are unequal some of 
it’s Subjects are ruined before others have have [sic] contributed 
what they might have done without any Inconviniency, And con- 
sequently the whole Power of the State, can never even in the 
most pressing Exigency be exerted. 
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2d Where a Penalty is laid on such Things or Practices as are 
prejudicial to the State, which need not or cannot altogether be 
excluded or prevented such are the Duties on French Wines 
in England, & that on Spirituous Liquors here. 

3 the third is where Taxes are laid upon those things, which men 
may easily be with out as the Duties on Tobacco in England 
Those of the first Kind ought to be governed by arithmetical 
Calculations; and they make it appear that Land ought only to 
be taxed according to it’s Income. The Taxing of Land has 
nothing to do with the second. 

Whether in this Province it comes under the third Class remains 
to to [sic] be considered. This is a Subject purely political and 
consequently it would be no great Token of Modesty in me to 
suppose it above my Abilities. However as an Exercise to my 
Pen, & possibly a Divertion to You I will venture. 

Those who exclaim against the Patenting large Tracts, allege the 
following Inconveniences. 

That the Proprietors prevent for their own Profit the Settlement 
of the Country. That by this Means it is weakened & rendered 
unable to resist i[t]ls Enemies. That this renders our Produce 
much less than it otherwise would be & consequently discourages 
Trade. 

To Support these Charges the New England Goverments are 
instanced, which it must be confessed are much more populous 
than Ours, tho they do not in fact exceed us so much as is general- 
ly imagined. They never grant Land but when a Number of 
People engage to settle, and then the Portion of each is much 
limited. This Practice has its Inconveniences amoung them. 
Among us it would be productive of many more. There the 
Representatives of the People are Proprietors of all the unapro- 
priated Land. Here the King is, or more properly the Governor 
for the Time being. If our first Governors had granted Lands to 
those only who settled them, and just so much as they were able 
to to [sic] cultivate, their Successors by continuing the same 
pra|c]tice would have raised Such Sums, as would have put it in 
their Power to have carried every Farthing of Specie out of the 
Country & to have reduced us to the lowest State of Indigence; 
further they would have had it in their Power, by increasing the 
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Quitrents as the Land grew more and more valuable, to have 
raised such a Revenue to the Crown, as would have perpetuated 
the Evil, and besides have destroyed our Liberties by rendring 
our House of Representatives useless. This may serve to con- 
vince us that the Proprietors of large Tracts are not such mis- 
chievous Animals as their Enemies represent them, since to them 
our happy Constitution owes it’s Preservation. 

The granting of Lands in the Manner they have been is an Ad- 
vantage to the Trade of our Mother Country. Where Lands are 
granted, as in New England, in small Parcels, and where these 
are still [further] subdivided upon the Death of the Possessor 
amoung his Children, they must necessarily be poor and in- 
capable of bringing any thing to Market. For when the Farms 
are small the Husband Man will consume the whole produce, 
and a Habit of Idleness and Sloth is produced for want of Em- 
ployment. Hence Boston would be able to to [sic] take off but 
very few of the british Manufactures, did not their Fishery fur- 
nish them with remittances. As it is, they neither consume so 
many, nor pay so punctually for what they do consume, as the 
People of New York. This the Merchants of London well know 
by dear bought Experience. The People of Connecticut have but 
a small share of Trade for the same Reason, and I believe the 
Merchants of New York can inform You that they are not able to 
pay for those Commodities, which their necessities oblige them to 
purchase. This is generally attributed to the Indolence of the 
People. But it is the Business of a Legislator [to] find out the 
Cause of that Indolence. etherwise-how-should appl aRemedy 
[sic]. 

The Proprietors of Large Tracts by parcelling them out in a 
proper Manner enable, &, by the Rents they insist on, oblige their 

raise more 


Tenants to-bring-semthing-te-market than they consume. They 


will not suffer a Farm to be two much divided least their Tenants 
should be impoverished while those who have Lands of their own 
divide and subdivide, till they live a Life resembling that of our 
Native Savages, and in this Situation, tho’ they are better able to 
withstand the Attacks of such Enemies, Yet they defend a Country 
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scarce worth the Trouble of Defending, a Country of Indigince & 
Indolence, a Colony which does not at all answer the Purposes 
for which it was planted; which was to extend the trade of it’s 
mother Country. In Colonies which like New York and the other 
Southern Colonies consist chiefly of Landlord and Tenant and 
where by the goodness of it’s civil Constitution the Tenant is 
preserved from Oppression, there will never be wanting a Suf- 
ficient Spur to Industry, this will furnish Matirials for Trade; & 
as these are generally those things which the rich Spanish Colonies 
stand in need of, and which as they increase in People they will 
want more and more, we shall infallably procure to England in 
Time a large share of that Trade, in spite of all the Guarda Costas 
the Spaniards can arm; except to prevent this they should 
masacre as great a Part of the Present Inhabitants, as they did 
formerly of the Indians. 

I have allowed that the New England Way of settling best secures 
the Country against Invasions. It would indeed be ridiculous to 
deny this. By dividing their Lands in still smaller Parcels the 
Romans became formidable. But at the same Time it is evident, 
that if they had not cut out their Fortunes with their Swords, 
they would have made but a contemptable Figure. They were so 
far from furnishing Materials for Trade, that they were fre- 
quently in Danger of Starving for want of Bread, & when this was 
imported to them from abroad they had nothing wherewith to 
purchase, but it was purchased for them, & distributed gratis, 
with Money taken out of the public Treasury, a Treasury filled 
with the Spoils of conquered Nations. 

It were to be wished therefore that as Safty as well as Trade ought 
to be consulted, that the Land on our Fronteers had been parcelled 
out in Townships. But if this has been Neglected, who is blam- 
able? Not private Persons, who generally think it allowable to 
improve their Estates in such Methods as the Law permits, even 
tho’ it be some what injurious to their Country for this Vulgar, & 
I thing [think] good Reason, “If one does not another will” 
Juvenal You know gives this as an Excuse for writing, tho’ he 
had much better ones. 

.... Stulta est Clementia, cum tel ubique 

Vatibus occurras, periturce parcere Charto. 
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It is ridiculous therefore to blame the Patentees of Large Tracts 
for what every Man thinks allowable; but if this is done by those 
who just before the Commencement of last War encouraged such 
Grants, it is to the last Degree absurd. 

To the Charge against Landed-Men for keeping their Lands un- 
settled I have only this to say, that the Guilty only should suffer. 

If there be any who do this of which I own myself Ignorant, it is 
perhaps an Evil for which Time will be the best and safest 
Remedy: But if we have amoung us such Quaks in Politics, that 
they are resolved to attempt everything, tho’ there be apparently 
more Danger from the Remedy than the Disease, then let them 
establish a Court in which the Guilty may be convicted: For I 
well know that amoung those who are generally accused of this, 
there are many who have settled thier Lands to the utmost; I 
know there are many who are so far thinking it an Advantage to 
keep their Lands unsettled, that that [sic] they have laid out 
considerable Sums to procure their speedy Settlement; And I 
know too that the Encouragement to Husbandmen is generally 
so great, that a Men seldom sits down on a Piece of Land a whole 
Year, before he is able to dispose of his Improvement for £50, 
or 100£ and sometimes for much more. Therefore if a Penalty 
is laid, it ought by no Means to be laid without a proper Dis- 
crimination. 
Besides the taxing unimproved Lands will be so far from remedy- 
ing the Evil, that it would rather increase it. As New Patents, 
Additional Quitrents, & the Tax would be so many Obstacles 
thrown in the Way; and as the Consequence of a Tax on unculti- 
vated Lands would be the Resumtion of many thousands of 
Acres. Which, tho’ of small Value at Present, will as we increase 
in People become very valuable, it will be worth every Mans 
while, who has a proper reguard for his Posterity, to consider how 
dangerous this may become to their Liberty. for what is a 
security to the Liberties of the Charter Goverments to the 
Northward, i e the granting Lands as they are settled, I have 
shewn already would be very dangerous to ours. These I take 
to be right Notions of this Matter, but if You mean to propagate 
them, You will want a suasive [?] Tone & a Pen more perswasive, 
not only than mine, but even than Your own. 





THE IMPORTANCE OF FRANCESCO FERRARA IN 
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OTTO WEINBERGER 
Vienna 


I 


E Italians boast that they were the true founders of 
political economy and that they were the first to expound 
original thoughts on the doctrines of value, money, 

population, and international trade. It will be sufficient, indeed, 
to recall the names of such scientists as Antonio Serra, Ferdinando 
Galiani, Antonio Genovesi, Giovanni Maria Ortes, Pietro Verri, 
and Cesare Beccaria—few but splendid names. In their works we 
find already discussed the problems that now, after diffusion by 
the French Physiocrats and the English classical economists, 
form the traditional “stock” of doctrines of the science of political 


economy.’ As it is not possible to weigh this claim fully in the 
limits of the present article, it may be permitted to quote only 


* Cf. also August Oncken, Geschichte der Nationalikonomie (Leipzig, 1902), pp. 
236-44. Oncken points out also the importance of Giovanni Battista Vico for the 
history of social science. The pretensions of the Italians to primacy in economic 
science are defended by M. Pantaleoni (Giornale degli economisti [serie quarta, anno 
XXXIX], LXIX [1924], 2, n. 1) and combated by Eugen Diihring in Kri- 
tische Geschichte der Nationalékonomie und des Sosialismus (4th ed.; Leipzig, 1900), 
p. 40. Diihring’s critical observations, however, must be estimated with great 
caution. In England, Edwin Cannan (A Review of Economic Theory [1929], pp. 40, 
42, 163-64) speaks of the importance—for the development of economic science 
generally and of the doctrine of value in particular—of the same Pietro Verri named 
in the text above. 


?See my book, Die Grensnutsenschule (Halberstadt, 1926), where I have at- 
tempted to search out the origins of the subjective theory of value in the older 
Italian literature. A. von Schwarzkopf, in Beitrdge sur Geschichte der nationalikono- 
mischen Studien in Italien im 17. und 18. Jahrhundert (Strassburg, 1872), speaks of 
Galiani as an opponent of interest-rate restrictions (pp. 23-24) and of the mercan- 
tile system (p. 21), discusses his theory of foreign exchange, and points out that 
Verri had pleaded for the abolition of trade restrictions (p. 37) and that Ortes was 
a precursor of Malthus (p. 63). See also p. 74, on Genovesi as a defender of free 
trade in corn. Schwarzkopf also raises the question whether Adam Smith, whose 


gr 
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two examples from the history of social-economic doctrines. 
First, it was Italian writers—namely, Ludovico A. Muratori, 
Ferdinando Paoletti, Genovesi, and others—who had pleaded for 
“the greatest happiness of the greatest number” many years be- 
fore the publication of Bentham’s well-known books.’ Second, 
it is established beyond doubt that G. M. Ortes in his Riflessioni 
sulla popolazione (1790) had already pointed out the dispropor- 
tion between the increase of population and that of subsistence— 
even stating and discussing the geometrical growth of popula- 
tion—twenty or twenty-five years before Malthus.‘ In England, 
M’Culloch afterward went so far as to declare in his Literature of 
Political Economy’ that what was right in the doctrine of Malthus 
had been already stated by the Italian economist Giovanni 
Botero in his book, Della ragione di stato (1589). The works of 
Botero, furthermore, had been translated into English; and it is 


book appeared in 1776, is not indebted to Verri for his knowledge of the defects of 
protectionism (p. 85), and declares (p. 111) that Smith only completed the work of 
Serra and that “a straight line leads from one to the other.” But Schwarzkopf does 
not fail to point out, in concluding, the scientific deficiencies of the Italian econo- 
mists in comparison with the English. Cf. also, on Italian and English political 
economy, Josef Pecchio, Geschichte der Staatswirtschaft in Italien, reprinted in the 
German edition of Adolf Blanqui, Geschichte der politischen Okonomie in Europa 
(2 vols.; Karlsruhe, 1841), pp. 548-56. 

3 See Roberto Michels, Introdusione alla storia delle dottrine economiche e poli- 
tiche con un saggio sulla economia classica italiana e la sua influenza sulla sciensa 
economica (Bologna, 1932), Pp. 55, n. 1, and the same writer’s article, “Note sull’in- 
fluenza dell’economia classica inglese sull’economia italiana del tempo 1775- 
1848,” Giornale degli economisti, L (January, 1935), 21-37. The Italian origin of 
Bentham’s formula is attested also by James Bonar, Philosophy and Political 
Economy (London, 1927), p. 236. As to Beccaria, it is established that he was 
familiar with Hutcheson’s writings (Michels, Introdusione, p. 54). 


4 Michels, Introdusione, pp. 169--72. It is by no means astonishing that such a 
careful scholar as W. Roscher (Grundlagen der Nationalikonomie [12th ed.; 
Stuttgart, 1875], I, 568) has already pointed out this circumstance. See also Oncken, 
op. cit., p. 418. Diihring (0p. cit., p. 189) speaks in his characteristic scornful manner 
of the economic “Donquichotterie” of Ortes. Cf. also Albino Uggé, “La Teoria 
della popolazione di Giammaria Ortes,” Giornale degli economisti, XLIII (January, 
1928), 37-74, where the existence of points of contact between Ortes and Malthus is 
denied. 


5 Cited by Michels, Introdusione, p. 173, n. 1. 
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strange that Malthus did not mention him, although he cited 
Machiavelli and was accustomed to read Italian texts.° 

But, in fact, the influence of Italian economic literature on the 
English has certainly not been very great. On the contrary, the 
greater influence was in the opposite direction. We find the doc- 
trines of such English scientists as John Locke (who was the most 
read and quoted), Hume, Anderson, and many others in the 
works of the Italian writers already named.’ In the nineteenth 
century there was probably no economist in Italy who cultivated 
the study of the English economic classics so intensively, and at 
the same time criticized their theories so vigorously, as did Fran- 
cesco Ferrara. Special attention, moreover, should be called to 
the circumstance that Ferrara, on account of the school he 
founded and the scientific importance of his disciples in Italy, 
was perhaps the most esteemed of all Italian economic theorists 
at the beginning of the Italian Risorgimento and during the first 
decades of the new kingdom. Even though present-day Italy has 
rejected the principles of individualism and economic liberalism— 
glorified always and everywhere by Ferrara—she has recently 
honored her great son by an excellent edition of his Lectures,* and 
thus affirmed that Ferrara does not belong to oblivion. One can 
understand Ferrara better from the background of a little knowl- 
edge of his troubled life, the milieu of his activity, and the ideals 
for which he struggled. Hence, it seems not to be superfluous to 
devote a few words to his life and his principal writings. This 
digression is further justified also by the consideration that Fer- 
rara is certainly one of the most interesting figures among the 
scientists of the third Italy. 


* Jbid., pp. 172-73. J. Bonar (Theories of Population from Raleigh to Arthur 
Young (London, 1931], pp. 16-17) remarks that Adam Anderson had mentioned 
Botero in his History of Commerce (1787) but that this author remained unknown to 
the English writers of the seventeenth century. 


7 Michels, Introdusione, pp. 189-99. 


* Francesco Ferrara, Lesioni di economia politica (2 vols.; Bologna: Nicola 
Zanichelli, 1934-35). This edition is based upon lectures given by Ferrara in the 
years 1849-52, 1856-58, and 1872-73. 
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II 


Ferrara,? who was once called the Stiirmer und Drénger 
(“child of the storm and stress’’) of the Italian economists,’® on 
account of his fiery nature, was born in Palermo on December 7, 
1810, was educated by the Jesuits, and was destined originally 
for the church. But he preferred economic studies; and in 1832, as 
winner of a competition, he entered the service of the Direzione 
centrale della Statistica di Sicilia. During his activity in that 
office he wrote his most important statistical papers and published 
them in the ;siornale di statistica, which he had founded. They 
were collected and reprinted in 1890 by Luigi Bodio under the 
title Memorie di statistica. In January, 1848, Ferrara took part 
in the revolution at Palermo and was sent to Turin as deputy of 
the first Sicilian parliament, pledged to offer the crown of Sicily 
to the Duke of Genoa, the second son of Carlo Alberto. After the 
breakdown of the revolution he became an exile. In 1849 Cavour 
named him professor of political economy in Turin, where he re- 
mained until 1858. In 1861 he was charged by the provisional 
government of Sicily with the supervision of the direct taxes. 
From 1862 onward he was a member of the court of audit. After 
the war with Austria he was Italian minister of finance—under 
most trying circumstances—from April 1o to July 4, 1867. In 
1868 he took over the direction of the Scuola superiore di Com- 
mercio (“University School of Commerce”’) in Venice. He was 
named to the Italian Senate in 1881. He died on January 22, 
1900, and was buried in the church of San Domenico in Palermo 


9 See Meitzel’s article in the Handworterbuch der Staatswissenschaften (4th ed.), 
III, 967, and the literature there cited. Cf. also the excellent Preface by Gilda de 
Mauro-Tesoro in the first volume of the Lesioni, pp. xiii-ciii. A short article on 
Ferrara by M. Pantaleoni, in the Appendix to Palgrave’s Dictionary of Political 
Economy (London, 1908), pp. 736-37, supplements Achille Loria’s article “Italian 
School of Economists,” in the Dictionary (1896), II, 466. Cf, also G. H. Bousquet, 
Essai sur V’évolution de la pensée économique (Paris, 1927), pp. 98-110, and the arti- 
cles of Renzo Fubini in the Giornale degli economisti, L (1935), 85-101, 469-87, 
958-71. 


0 These are the characterizing words of Hermann von Schullern-Schrattenhofen 
in Die theoretische Nationalékonomie Italiens (Leipzig, 1891), p. 9. 




















FRANCESCO FERRARA IN ECONOMIC THOUGHT 95 


(the Pantheon of Sicily), side by side with Ruggiero Settimo and 
Francesco Crispi.” 

Ferrara established his scientific reputation chiefly by the pref- 
aces which he wrote for the first and second series of the Biblio- 
teca dell’economista. These prefaces are distinguished not only for 
their valuable biographical and bibliographical material but also 
for their interesting observations on the development of the 
science of economics in France and England and for the original 
thoughts of the editor himself, relating to the most varied range of 
theoretical issues. These prefaces were reprinted in two volumes at 
Turin in the years 1889 and 1891, under the title Esame storico- 
critico di economisti e dottrine economiche del secolo X VIII e prima 
mela del XIX. It was Mafieo Pantaleoni, the brilliant Italian 
economist, who in a fascinating manner compared Ferrara with 
the well-known Italian finance-scientist Luigi Cossa (1831-96) 
in the Giornale degli economisti of December, 1898. We see, on 
the one hand, Francesco Ferrara, full of ideas, passionate, with 
his ardent hatred of every kind of despotism, and, on the other 
side, the grave, learned, but sterile Luigi Cossa—who had read, 
catalogued, and appraised everything—an excellent and conscien- 
tious teacher, but himself without the ability to write the books 
which he knew how to appraise so intelligently. 


III 


Before discussing the crucial points as to the position of Ferrara 
in the history of economic doctrines, it may be permitted further 
to recall some of his judgments about several eminent personali- 
ties of economic literature. He very much esteemed Adam Smith 
and called especial attention to the circumstance that this author 
avoided the errors and exaggerations of the Physiocratic school 
and defended individual liberties in a distinguished manner. 
Among the successors of Smith, he gave first rank to J. B. Say, on 
account of his sharpness of observation and the richness of his 


™ A letter addressed to his pupil Tullio Martello, reprinted in the Preface to 
Lezioni (p. xiii), informs us as to the embitterment of the last years of his life. 

12 The editor, Gilda de Mauro-Tesoro, refers to these prefaces in connection 
with the text of the Lesioni. 
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ideas." On the other hand, his judgment of Ricardo is not at all 
favorable. He holds that Ricardo’s importance has been over- 
rated, especially that of his theory of value. According to Ferrara, 
the reading of his chief work is a torment; the problems are not 
resolved but rather obscured by the author’s scarcely intelligible 
language."* The German economists Rau and Hermann, Ferrara 
wrote, composed highly learned and exactly reasoned books but 
were completely lacking in original ideas. It is only natural that 
Friedrich List finds no grace in the eyes of such a convinced free- 
trader as Ferrara, who writes that List acquired a passing glory 
by his “artificial nationalism’’**—a judgment completely confuted 
by the facts of history. A pendant to this (to my mind) perverted 
judgment is that passed upon Ferrara’s compatriot Pellegrino 
Rossi, one of the most enlightened spirits of the past century.” 
And, finally, Ferrara criticized very unfavorably the Italian 
economists of the eighteenth century, pointing out their want of 
original ideas and the imperfections of their notions—a critique 
which was answered by sharp and (to my mind) merited rebukes 
from within his own country.*? 

Ferrara’s economic theory seems to center in his teaching upon 


value—specifically in the so-called “‘cost-of-reproduction”’ theory 
of value. While value itself is based upon the utility of the good 
and upon the labor requisite to procure it—not merely upon either 
of these factors alone—the quantity of value is measured not by 
the good’s cost of production but by its cost of reproduction." 
To Ferrara’s mind, Ricardo was wrong in seeking the measure of 
value in the cost of production, forgetting that economic facts 


3 Lesioni, I, 43-44. 14 [bid., p. 308. *S [bid., p. 46. 

6 F.g., ibid., pp. 18-22, where Ferrara rejects the distinction between theoretical 
and practical economics, advocated by Rossi, and offers the groundless objection 
that there cannot be “two orders of truth.” Cf. also the disapproving judgment of 
Rossi’s theories of value (ibid., p. 308) and of rent (ibid., p. 471). The interesting life 
and the scientific importance of Rossi are very well described by L4szl6 Ledermann, 
Pellegrino Rossi, Vhomme et Véconomiste (Paris, 1929). Rossi was a free-trader, 
predecessor at the Collége de France of Maurice Chevalier, who, as French minister, 
concluded with Cobden the famous commercial treaty of 1860. 


*7 See Lesioni, I, 42, and the remarks of Michels, Introdusione, pp. 186-87. 
18 Cf. Lesioni, I, 306, n. 1; also I, 344-45, and II, 680-82. 
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are subject to variation and that not what was true yesterday but 
what will be true tomorrow is decisive for the reproduction of 
goods. It is recognized that the cost-of-reproduction theory had 
been advanced before Ferrara by the American economist H. C. 
Carey,"® but it seems that Ferrara developed it quite inde- 
pendently of the American author. In any case, he presents it in 
more correct and more perfect form.” 

The cost-of-reproduction theory did not remain free from at- 
tack. Ferrara applies it not only in the case of physical reproduc- 
tion by the consumer but also in case of exchange and in that of 
provision of substitute goods, for no one (as he writes) would pay 
more for a good than he would be obliged to spend for its pro- 
duction by himself or for the purchase of a corresponding sub- 


19 Cf. H. C. Carey, Principles of Social Science, Vol. 1, chap. vi, § 1; Vol. II, 
chap. xxxii, § 1; Vol. III, chap. xli, § 2 (Ger. tr. Die Grundlagen der Sozialwissen- 
schaft by Carl Adler [Munich, 1863], I, 183-84; II, 441; III, 130); also the observa- 
tions of Ferrara upon Carey’s theory of reproduction, quoted by Carey, of. cit., 
I, iv n. (p. xxx n., in Ger. tr.). If Ferrara had borrowed his ideas on value from Carey 
or Bastiat, being a man of rare honesty and frank and sincere character, he would 
certainly have mentioned this circumstance expressly in the Prefasioni. Therefore 
the words of Ferrara, reported by Carey, are to be interpreted as a simple approval 
of the theory of reproduction, without reference to any claims of originality. This 
opinion is supported by the editor of the Lezioni, I, 775, who writes that Ferrara 
read afterward the works of Carey and perceived that his own ideas on value had 
been expounded, at least in part, by Carey. 

2° See the remarks of the editor in the Appendix to the first volume of the Lesioni, 
I, 775, n. 3. The presentation of Ferrara’s theory of value would be incomplete 
without adding that, besides use-value, cost-value, and exchange-value, he speaks of 
the so-called “‘esteem-value” (valore di merito). It is true, he says, that we measure 
the quantity of this esteem-value by the quantity of labor units requisite for the 
good’s production; but in establishing this kind of value we ask ourselves whether 
the utility expected will be an equivalent for the labor expended in production (ibid., 
pp. 331-45). If I understand Ferrara aright, he starts from the consideration that 
no good can be worth more than the amount of its costs, nor yet more than the 
utility it yields its possessor. The esteem-value is, to his mind, measured, therefore, 
either by the costs (if less than the utility) or by the utility (if less than the costs) 
or finally by either (if they are equal). Ferrara’s words are: “Se un oggetto ha un 
valore di merito, esso vale tanto travaglio, quanto ne sia rappresentato da quello fra 
i due elementi, utilita e travaglio, che ne rappresenta una minore quantita’ (ibid., 
P. 339). In my opinion, Ferrara thus makes a breach in his cost-of-reproduction 
theory, admitting the equivalent importance of utility in respect to the quantity of 
value (“Ogni cosa non pud valere di pid di quanto costi il produrla, né pid quanto 
sia utile” [ibid., p. 336]). 
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stitute good. At this point Professor Graziani* begins his critical 
objections. In his opinion only physical reproduction can be 
considered as real reproduction, making possible the calculation 
of future expenses. If the goods are reproduced through exchange, 
we have to deal with past, not with future expenses. As to the 
case of substitute goods, there is no reproduction, but abstinence 
from the consumption of one good, combined with a demand for 
another. Ferrara, continues Professor Graziani, has deceived him- 
self in believing that his theory of reproduction cost provides a 
single unitary law for the explanation of value. In Graziani’s 
view, three laws are required. The cost-of-reproduction theory is 
impotent to explain the value of unimproved land, which must 
be explained by its scarcity. The value of a good, finally, is regu- 
lated, under certain circumstances, not by the cost of reproduc- 
tion simply but by the highest cost of production (to my mind, 
one should speak of “reproduction”), namely, in the case where 
the purchasers of a good are forced, in order to cover their re- 
quirements, to address themselves to the producers operating at 
the highest expense. 

These objections are certainly well founded. It is obvious that 
the level of cost of reproduction is no fixed quantity but a variable 
depending upon market conditions. The theory appears, besides, 
to be inapplicable where the natural conditions for reproduction 
are wanting—e.g., in the case of valuing unimproved land. But I 
should not go so far as to say that the theory is totally unservice- 
able for valuing reai estate.” As to exchange, it is clearly no 
reproduction; but we are by no means debarred from including it 
in the term “reproduction” by convention. For the rest the cost- 
of-reproduction theory—which, it may be added parenthetically, 
is to be found as early as 1805 in the writings of the German 
economist Ludwig Heinrich Jakob**—is to be regarded as the 

#* Augusto Graziani, Storia critica della teoria del valore in Italia (Milan, 1889), 
PP- 92-95. 

* Carey (op. cit. [Vol. I, chap. vi, § 6, in Ger. tr.], pp. 199-209) has made an 
attempt, which seems to me very convincing, to show that the present value of 
real property follows the law of the cost of reproduction. 

23 That was already demonstrated in a very meritorious way by Roscher (0p. 
cit., p. 223, n. 1). Jakob says in the third edition of his Grundsdise der Nationaliko- 
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most reasonable theory for explaining the phenomenon of value 
in a satisfactory manner. A proof of that fact is the high authority 
the theory has enjoyed among many of the most distinguished 
economists of Italy.24* Even Béhm-Bawerk, who fiercely defended 
his marginal-utility theory against that of cost of production— 
referring, to confute his opponents, to business cycles, variations 
of wages and of tariffs, to introductions of new patents, etc., 
that is, to events which may perhaps upset the theory of cost of 
production, but clearly not that of cost of reproduction—declared 
at last, after applying a vast literary apparatus and disputing with 
all his adversaries, great and little, that “‘one is right to say that 
costs govern value.’”*s As to the phenomenon of substitution, in- 
cluded in Ferrara’s theory of cost of reproduction, it will suffice 
to recall briefly that Alfred Marshall, in England, stressed its 
importance for the phenomena of production and its extension 
“over almost every field of economic inquiry.”* 


IV 


But it is not doing full justice to Ferrara’s theory of reproduc- 
tion cost to consider it only as an instrument for explaining the 


phenomenon of value. According to his doctrine, the law of 
reproduction works also for the returns to the factors of produc- 
tion—that is, rent, profit, and wages. The value of all these 
factors appears as determined by the law of cost of reproduction, 
so that we may completely eliminate as superfluous all special 


nomie oder Theorie des Nationalreichtums (Halle, 1825), 1. Abteilung, p. 116 (Roscher 
quotes the edition of 1805, not accessible to me), that every good is valued by the 
quantity and quality of labor necessary to ob/ain and not to produce it. The same 
reflection is repeated on p. 121. On the importance of Jakob see especially Roscher, 
Geschichte der Nationalikonomik in Deutschland (Munich, 1874), pp. 686-96. 

4 Cf., on the diffusion of the theory in Italy, Schullern-Schrattenhofen, of. cit., 
Pp. 92. 

*sSee Eugen von Béhm-Bawerk, Positive Theorie des Kapitals (ed. 1921), I, 
223 (present writer’s italics) ; also his article “Der letzte Massstab des Giiterwertes,” 
reprinted in his Gesammelte Schriften (Vienna, 1924), p. 467, where he points out, 
after the examples quoted in the text, that it is incorrect to say that the Austrian 
economists failed to “appreciate the rich treasure of knowledge offered us by the 
great law of costs.” 


* Principies (8th ed.; 1925), Pp. 341- 
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theories concerning the above-mentioned factors. Thus, the law 
of reproduction regulates at the same time the phenomenon of 
distribution, assigning its share—be it rent, profit, or wages—to 
each factor according to its cost of reproduction. (It goes without 
saying that we are dealing here only with natural distribution, not 
with a meta-economic distribution enforced by a special political 
or nonpolitical coercion.) According to Ferrara’s teaching, dis- 
tribution also represents an exchange—an exchange of utilities 
and costs on the part of the contracting parties. And no partner 
in the production process is entitled to a greater share in the re- 
sults than the amount computed from the utility produced by that 
factor, with due regard to its cost of reproduction.*’ 

This brings us to what I consider the main point of contact 
between Ferrara’s theory of distribution and the so-called ‘“‘theory 
of imputation” of the Austrian school—in a wider sense, also be- 
tween Ferrara’s theory and the equilibrium theory of the Lau- 
sanne school. And while I do not attribute an exaggerated im- 
portance to the opinion that Ferrara’s writings contain an an- 
ticipation of the principles of the marginal-utility theory of 
value,”* I hope to meet no serious opposition when I state that 
the theory of imputation expounded by the Austrian economists— 
especially by Wieser—is also an attempt to find a unifying princi- 
ple for the solution of the distribution problem. As I have pointed 
out elsewhere,”’ the Austrian imputation theory—apart from the 
many disputes as to details—certainly aims to explain the dis- 


27See Lesioni, II, 483-504. Cf. also the Preface, ibid., I, xci-xcviii. We find 
similar reflections also in Carey, op. cit., Vol. ITI, chaps. xliand xlii, pp. 109-70 (Ger. 
tr., Grundlagen, III, 127-212), with references to Ferrara in chap. xlii, § 5, and in 
chap. xlii, § 13. Cf. also the German Preface written by Carey for the German 
edition of his Manual of Social Science, published under the title Lekrbuch der 
Volkswirtschaft und Sosialwissenschaft, tr. Carl Adler (2d ed.; Vienna, 1870), pp. 
viii-ix. (The Manual is a condensation of the Principles of Social Science in one 
volume by Kate McKean.) 

28 Strongly analogous reasoning is certainly to be found in Ferrara; cf. the quo- 
tations in Pantaleoni-Broglio d’Ajana, Temi, tesi, problemi e quesiti di economia 
politica (Bari, 1923), pp. 320-23. 

2° Otto Weinberger, “Die mathematische Methode und die oesterreichische 
Schule der Volkswirtschaftslehre,” Jahrbiicher fiir Nationalékonomie und Statistik, 
CXXXVII (1932), 189-97. 
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tribution of income among receivers of interest, wages, and rent 
by a single principle valid for all three types of income. The es- 
sence of this—I repeat—much-debated theory is based on the 
consideration that all factors of production, real or personal, 
are so combined that the last increment of each factor employed 
finds its economic equivalent in its contribution to production 
and thus justifies its employment. I do not wish to conceal my 
own opinion that a distribution theory based on the notion of 
cost of reproduction is much superior to the Austrian doctrine. 
For Ferrara’s theory derives its magnitudes not from uncertainly 
anticipated future utilities (“erwartete Nutzertriige”) but from 
the sound basis of the reproduction of the respective economic 
values. 
V 


Ferrara was a strong opponent of Ricardo’s theory of rent. His 
opposition arose from his refusal to assign any special position 
to land, which he contemplated as a factor of production co- 
ordinate with the others. According to Ferrara’s teaching, land 
rent is to be explained by the price of the utility of land and by 
its appropriation—two attributes that by no means present any 
peculiarity of land as opposed to the other factors of production. 
It was, he wrote, the greatest error of Ricardo to term rent a 
special monopoly return to the possessor of superior land—a 
theory whose establishment most unfortunately offered a scien- 
tific form in which communist errors could disguise themselves.*° 
For the rest, Ferrara developed his objections to Ricardo’s theory 
of rent in a most prolix and casuistic manner. He also accepted 
Carey’s well-known objections derived from history,* and tried 
to confute Ricardo’s doctrine that high rents and low wages in- 
variably go together by advancing the point that wages tend to 
increase both absolutely and relatively because the improvement 
of human labor necessarily brings about an increase of its cost of 
reproduction. 


3° See Leszioni, I, 471: “....la migliore forma scientifica di cui si possa vestire il 
communismo.” 


3* He defends Carey in ibid., II, 298-99. 
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I fear I must confess an impression that all these objections 
which Ferrara advanced against Ricardo’s theory of rent—and 
I know that Ricardo had and still has opponents in England—are 
more passionate and declamatory than scientific in character. 
I need not repeat here what I have said elsewhere about Ricardo’s 
doctrine of rent.‘ I wish to add only that—while I can form a 
judgment only about economic conditions on the Continent, and 
even here only in a very restricted measure—I nevertheless would 
venture the statement that the material gains of the working class 
were made possible only by very considerable enforced sacrifices 
on the part of landed proprietors rural and urban, as well as by 
the owners of mobile capital. 

I hope that my remarks on Ferrara’s doctrines will not be found 
too lengthy if I subjoin a further brief comment on his attitude 
toward other important economic teachings. He opposed Senior’s 
abstinence theory—in a manner which I find by no means per- 
suasive—arguing that not merely inanimate matter but also man 
himself represents capital, and that, accordingly, care for his 
personal welfare is also a kind of capital accumulation.*? Ferrara 
distinguishes sharply between capital-profit, by which he means 
the entrepreneur’s gain, and capital-interest, the compensation for 
capital invested in an enterprise or otherwise lent. With charac- 
teristic warmth he called it “economic idiocy” to dispute about 
the justification of interest.34 He seems to have been influenced by 
Bastiat, for he considered “‘risk’”’ as the element which at all times 
has regulated the phenomenon of interest.*5 He eloquently de- 
fended Malthus’ doctrine of population, pointing out that it is 
easier to tempt the people with an unattainable future paradise 
than to describe honestly the sacrifices and pains imposed on 
mankind by divine providence.** His liberalism induced him to 
adopt an attitude of opposition to modern labor protection. This 


3 Otto Weinberger, “Grundrente,” Handwirterbuch der Staatswissenschaften 
(4th ed.), IV, 1223-42. 

33 Lesioni, II, 372-74. 35 [bid., p. 417. 

34 [bid., p. 395. 3 Tbid., p. 248. 
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protection is, to his mind, only a bureaucratic institution —based, 
furthermore, on false principles, since wages are nothing but the 
price for the commodity “labor,” and their level is determined by 
the cost of reproduction of labor itself.7 Ferrara, finally, was 
always an immovable advocate of free trade and warned against 
politicians of the stamp of Thiers, who consider “economics 
an open field for their governmental intrigues.”’** Protection, to 
him, was always synonymous with waste of economic forces.*? 


VI 


Ferrara’s Lectures contain also substantial contributions to 
the science of public finance.*® His exposition made use of former 
English taxes and duties, along with other material. He rejected 
the distinction between direct and indirect taxes and proposed 
rather to distinguish certain and uncertain taxes, according to 
whether tax assessment was based on certain or merely probable 
assumptions. He felt that it would be better to abandon alto- 
gether all these artificial and doubtful distinctions. Taxes, he 
held, should fall upon income; taxes which touch capital, in his 
view, destroy directly or indirectly the source of tax revenue, and 
he called such taxation “an act of barbarism.” He held also that 
progressive taxes were in principle socialistic or communistic, 
and he thought it dangerous to diffuse among the people a belief 
in the justice and usefulness of such measures. Even if one does 
not agree with all of Ferrara’s polemical observations, it cannot 
be denied that evil spirits one has evoked personally are hard to 
exorcize and that recent tax legislation (at least in some Conti- 
nental countries) has assumed the violent character condemned 
by Ferrara. He himself advocated use solely of a proportional 
income tax, though not underestimating the difficulties which 
custom, conceit, and other interests would oppose to the realiza- 
tion of this reform. 

Ferrara’s Lectures will hold a permanent place in the history of 
economic doctrines. They are, of course, already becoming some- 


3? Ibid., p. 469, n. 1. 39 Ibid., p. 601. 
38 Tbid., p. 591. 4° Tbid., I, 551-765. 
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what remote from us through time and changing events; but is it 
not the same with other classical works, including the English 
masters? Many things, moreover, the prospect of which seemed 
terrible to Ferrara, have lost their terrors for us—if only because 
we have survived far more terrible events. As to étatisme and 
autarchy, the panegyrists of these doctrines have yet to prove 
that policy directed by their principles will, in the long run, do 
more for the welfare of the citizens of the states so governed than 
would a regime of free exchange of all kinds of economic values. 
To my mind, it is a very arguable question whether the imperial- 
istic tendencies necessarily associated with those principles will 
not, in the end, bring about general impoverishment and the 
progressive loss of all the individual liberties won by the hard 
struggles of the past. 




















AFTER THE SHUTDOWN 


AN ANALYSIS OF THE JOB-HUNTING EXPERIENCE OF A 
GROUP OF DURHAM HOSIERY WORKERS 


FRANK TRAVER DE VYVER 
Duke University 


principle of unemployment insurance has been incorporated 
into law and has received the approval of the United States Su- 
preme Court. Now that the political opposition has been routed 
and the constitutional hurdle surmounted, it is possible to point out 
defects in the legislation without furnishing ammunition to an opposi- 
tion hostile to the very principle of unemployment compensation. One 
possible failing in the current laws is the brevity of the period during 
which benefits are paid. The law would not have been adequate for 
most of the Durham hosiery workers here studied. While no general 
conclusions can be drawn from the experience of these Durham work- 
ers,’ the results of the investigation might well be added to data gath- 
ered elsewhere in order to ascertain how long a time is likely to elapse 
between technological unemployment and absorption into a new posi- 
tion. Such information is essential if the law is to be further amended 
to cover the actual facts of unemployment. 
More recently opponents of the wage-and-hour legislation have ex- 
pressed alarm over the difficulties involved in the reabsorption of work- 
*The Durham workers were unemployed when the general index of business 
activity was moving upward. This was true with the exception of the drop in the 
fall of 1937. Since Durham is a center for cotton, knitting, and tobacco industries, 
unemployed workers would, presumably, find jobs more easily in such local in- 
dustries than in similar plants in other parts of the state. Using 1923-25 as the 
base period, the Statistical Abstract offers indexes of employment and pay rolls in 
various industries. For the textile industry as a whole, these figures show a slight 
decrease both in employment and in pay rolls between January and June of 1936, 
then a slowly rising figure until the April-June quarter of 1937, when a slight drop 
was registered. The tobacco industry showed an increase in employment and pay 
rolls throughout 1936 with a slight falling-off during the first quarter of 1937. Knit 
goods and cotton textiles, both considered branches of the textile industry, showed 
considerable gain in 1936 over 1935. The Durham hosiery workers, therefore, 
became unemployed during a period when Durham’s other industries were experi- 
encing a general increase both in employment and in total wages paid. It is probable, 
therefore, that the picture here presented is less drastic than a composite study of 
many shutdowns would be. 
105 
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ers laid off because their employers could not continue to operate at the 
required higher costs. This study, with others of a similar nature, may 
throw some light on much-heated discussion. 

The stockholders of a large chain of hosiery mills located in Durham, 
North Carolina, and near-by towns, decided, at a special meeting in 
December, 1935, to discontinue permanently the manufacture of ladies’ 
seamless cotton hosiery. This study is concerned with the 381 em- 
ployees who lost their jobs when the mill closed. Through the courtesy 
of the officials of the mill, and with the co-operation of several of the 

















TABLE 1 
AGE AND SEX OF DISPLACED WORKERS 
Born Sexes MEN WoMEN 
Ace at Time 
or SHUTDOWN 
No. Per Cent No. Per Cent No. Per Cent 
BS“IQ.....205- 15 3-93 8 5.44 7 2.99 
it wiedeuees 50 13.12 21 14.29 29 12.39 
OOO. 4 cckatan 77 20.21 22 14.97 55 23.50 
See 60 15.75 22 14.97 38 16.24 
ES i haves tae 48 12.60 19 12.93 29 12.39 
OS 35 9.19 14 9.52 21 8.98 
NS nica geen 39 10.24 17 11.56 22 9.40 
eee 19 4.99 8 5.44 II 4.70 
ae 21 5.51 6 4.08 15 6.41 
eee 10 2.62 5 3.40 5 2.14 
65 and over..... 7 1.84 5 3.40 2 ©. 86 
ee 381 100.00 147 38.60 234 61.40 























office staff, actual pay-roll records were secured for one week in Sep- 
tember, 1935, before the number of employees had been reduced in 
anticipation of the shutdown. Names and addresses and other perti- 
nent information concerning 474 employees were copied from these rec- 
ords. Seventy-one of these employees had been transferred elsewhere 
in the chain of mills before the closing of the Durham mill; 22 were not 
included, some because of color, others because they were temporary 
workers at the time of the pay roll. This left 381 persons to be traced. 

With the aid of the former superintendent of the plant, himself a 
victim of the shutdown, these 381 were visited. Each was questioned 
about his new job, if he had one, and about how long he had been em- 
ployed. Some of the figures must be approximations, since it is very 
unlikely that, almost two years after the closing, these people would 
remember exactly how many days or weeks they had been without 
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work. Some of the workers, moreover, were hesitant about giving the 
exact wages received on the new jobs. 

Since other factors such as sex, marital condition, and wages received 
prior to unemployment might affect the job-finding experience of a 
group of workers, the employees of the mill were analyzed to ascertain 
whether or not this was a typical group of American workers. Table 1 
shows the age and sex of the displaced workers. There was a larger pro- 
portion of women than in an average industry.? The Durham group 
was also somewhat younger than the national average.’ Other things 
being equal, this Durham group should have had less difficulty finding 


TABLE 2 
MARITAL STATUS OF DISPLACED WORKERS 

















Bors Sexes MEN Women 
Marita Status 
No. Per Cent No. Per Cent No. Per Cent 
Married........ 262 68.77 IOI 68.71 162 68.80 
SE a6 anes 112 29.40 46 31.29 65 28.21 
Widowed....... 7 SI Ee cesncaceciviodect 7 2.99 
ee 381 100.00 147 100.00 234 100.00 























new jobs than a typical national group whose ages are higher. Sixty- 
eight per cent of both men and women were married at the time the 
plant closed (see Table 2). This might have a tendency to reduce the 
mobility of the labor force. Because of sentimental reasons, on the 
other hand, married men might be given jobs sooner than those with- 
out families to support. Married women might find work harder to get 
while men were idle, however, and might not seek work so diligently, 
because of household duties that would occupy full time if no jobs were 


? Of the 381 studied, 234, or 61.4 per cent, were women, and 38.6 per cent men. 
For 1930, for the entire country, 87 per cent of those employed in manufacturing and 
mechanical industries were men and 13 per cent were women. Seventy-six per cent 
of the same classifications were men and 24 per cent were women in North Carolina 
for the same year. 

3 Among the women only, 7 (about 3 per cent) were under twenty at the time they 
were discharged, and about 65 per cent were between the ages of twenty and thirty- 
nine as compared with 52 per cent in that age group throughout the nation. The 
age of the men was more nearly typical. Fifty-seven per cent of them were between 
twenty and thirty-nine as compared with so per cent for the nation. About 65 per 
cent of all the Durham workers were under forty years of age, and another 20 per 
cent between forty and fifty. For the nation 59 per cent were under forty, and 20 
per cent between forty and fifty. 
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available. Table 3 shows the actual weekly earnings by age groups of 
all the workers. In September, 1935, half of the workers were engaged 
in piece work and half were on a time basis. Their average actual wages 
amounted to $14.30 a week, and over half of them received between 
$10 and $16 for the week of September 28, 1935. Some who were learn- 
ers received less than $4.00 for that week, and 36 of the workers re- 
ceived over $20. The group, then, was not a highly skilled, well-paid 
one. One might expect, therefore, that the decrease in wages on any 
new job would not be great and that the workers might well shift to 
other types of work. 

Table 4 presents in summarized form the type of job obtained by the 
displaced workers. During the two years between the shutdown of the 
plant and the date of the study all but 42 (i.e., about 13 per cent) of the 

» 326 workers giving this information had found some type of job which 
they considered permanent. The 42 had had temporary jobs, lasting 
for short periods at a time. 

Classification of the 284 (87 per cent) jobs as permanent is open to 
dispute. Included as permanent jobs, for instance, are farming‘ and 
housekeeping.’ If factory conditions improved, farmers would doubt- 
less again return to the mill, and wives and spinsters would turn house- 
keeping over to someone else or do it after hours. During the period, 
however, those two groups remained off the industrial labor market. 

Of the 284 finding regular jobs, 191 (67 per cent) were employed at 
textile operations and manual trades similar to their occupations at the 
shutdown plant. A number of that 191 were re-employed by the ho- 
siery firm at one of its other branches. 

Only 3 workers went into the tobacco factories. Since manufactur- 
ing tobacco is Durham’s largest industry, it might have been expected 
that that industry would have absorbed more of the unemployed ho- 
siery workers, particularly since, during the period of umenployment, 
the tobacco industry was manufacturing an increasing number of cigar- 
ettes. The apparent existence in Durham of a reserve of trained cigar- 
ette operators makes unnecessary the training of new employees when 
additional operators are required. The 42 workers obtaining temporary 

4 Fifteen of the men said they had returned to the farm. As one man explained, 
“T shouldn’t ever have left the farm.’’ These men may have increased the American 
farm problem, but they all claimed they were “‘doing fine.”” They, presumably, were 
making enough to live on. 

5 Forty-three women had gone almost immediately (i.e., without looking for 
other work) from factory to housekeeping. In other words, about one-fourth of the 
married women merely returned to their homes, thus reducing the family income, 
but, according to some, bettering the social life of the community. 
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jobs represent those who, after two years, had not yet been absorbed 
into the economic system. 


TABLE 4 


OCCUPATIONS AFTER THE SHUTDOWN 
OF THOSE WHO FOUND Joss 
Regular jobs: 
Employed in textile operations and manual 
trades similar to those in shutdown plant. 191 


Housekeepers 

Truck-drivers 

Sales clerks 

Watchmen 

Grocery business 

Taxi-drivers 

ea sal coinaawasaien by 
Salesmen 

Insurance 

Painters 

Furniture business 

Café business 

Overall factory 

Municipal cold-storage inspector.......... 


Temporary jobs: 
Textile operation 
Salesmen 


Hot-dog stand 
Pool-parlor operator. . 
Baseball player.... .. 


These new jobs were not all poorer jobs as far as wages are con- 
cerned. The figures for increases and decreases over previous wages 
must be considered, however, as approximations because the former 
wage was the amount actually received as copied from the pay roll, 
whereas the new wage was what the worker told the investigator he 





AFTER THE SHUTDOWN III 


was making. Table 5 shows that 51 per cent of the workers claimed 
their new jobs paid more, 14 per cent said they were getting the same, 
35 per cent reported decreases of as much as 50 per cent of their previ- 
ous earnings. Twenty-five gave no information concerning their new 
pay. More than half the workers, in other words, found new jobs with- 


TABLE 5 


PERCENTAGE OF CHANGE IN ACTUAL WEEKLY 
EARNINGS RECEIVED BEFORE THE SHUTDOWN 
AND Two YEARS LATER BY THOSE WORKERS 
OBTAINING PERMANENT POSITIONS OTHER 
THAN FARMING AND HOUSEKEEPING* 








Number of Percentage of 
Individuals Total 





Percentage increase: 
30 14.93 
II 5-47 
16 7.96 
26 12.94 
19 9-45 





102 





28 





15 
19 
10 
II 
16 





71 





Total all workers 
i 201 











* Twenty-five workers gave no information about their new 


out having to accept lower wages. Whether such a condition would 
have existed during a less favorable business period is, of course, prob- 
lematical. 

An interesting fact about the new positions is that most of them were 
obtained in Durham County or neighboring counties. Only 11 of the 
workers are known to have moved permanently out of this section of 
the state. Immediately after the closing of the mill a number of fam- 
ilies removed to another cotton hosiery mill farther west in the state. 
Working conditions, however, were found to be so bad that the group 
returned to Durham after a few weeks. 
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Table 6, presenting the total and average time lost by age, sex, and 
marital condition of the workers, shows that, for the whole group, age 
had very little to do with the length of time out of work except for 
those workers over fifty years of age. This would indicate that, for 
this group of workers in a small southern city, the age limit for working 
is nearer fifty than the forty- or forty-five-year limit found in some 
other industries. 

Males of this labor force were more successful in finding jobs than 
were the women. Table 6 shows that men were unemployed an average 
of five months whereas women were out of work for nearly eight 
months. The fact that, among the men, marital condition had little to 
do with job-finding experience is also evident. Nor was marital condi- 
tion an important factor among women. While married women appar- 
ently found jobs harder to obtain than did single women, the differ- 
ence in time was less than a month. 

Some attempt was made to find out how many of these workers 
made use of relief. Difficulties were encountered because of names. 
J. S. Jones of the hosiery mill’s excellent employment record was likely 
to have become Jim Jones on the W.P.A. records, and, without seeing 
Jim himself, internal evidence had to be weighed. Only 36 workers, 
that is, about 9.5 per cent, received help from W.P.A. for an average of 
9.47 months between December, 1935, and December, 1937. Savings, 
loans, family unity, and private charity, it is presumed, kept this num- 
ber so low. 

The most important fact brought out by the study is that, despite 
the improving economic conditions, these unemployed hosiery workers 
required, on an average, seven months to find new jobs. The inade- 
quacy of state unemployment insurance laws, which seldom cover 
more than four months’ unemployment, is directly apparent. Of the 
283 concerning whom unemployment data were found, only 166 (59 
per cent) had obtained work within the four-month period of the usual 
insurance law. One factor might be mentioned as possibly affecting 
the unemployment period. Under insurance laws, unemployed work- 
ers must register with the state employment service, and that agency is 
constantly striving to find work for those unemployed. The same serv- 
ice was available to these Durham workers at the time of the shutdown, 
but only 32 per cent of them took advantage of their opportunity. If 
more had registered, as they are now required to do, it is possible that 
the average length of time unemployed would have been slightly re- 
duced. 














COMMENTS ON W. I. KING: “ARE WE SUFFERING 
FROM ECONOMIC MATURITY?”: 


GERHARD COLM 
Washington, D.C. 


from economic maturity?” is very useful because it helps to 

clarify the issues which are involved in this problem. In these 
comments I cannot undertake to give an answer to the question myself, 
but I shall try to indicate where, to my mind, the real problems of a 
maturing economy lie. 

Mr. King presents his case very nicely in the form of an analogy. 
The superintendent of George Washington’s estate is alarmed by the 
fact that all work for clearing the land, for building the house, the 
barns, the grist mill, the roads, and the bridges, has been done. What 
shall he do with the slaves now? Are they condemned to permanent 
unemployment, asks the superintendent anxiously. But George Wash- 
ington cheers him up. He is happy that now more comfortable quarters 
for the slaves can be built; that luxurious furniture for Mrs. Washing- 
ton can be constructed; that beautiful parks can be designed (inci- 
dentally, was this the first W.P.A. project in the United States?) ; there 
is work enough for all labor which is available. And he asserts that this 
“illustration does not depart widely from the situation as it exists 
today. The United States is little more than an enlargement of Wash- 
ington’s plantation. What was true then applies in the main to the 
existing state of affairs.” Mr. King is of the opinion that the danger 
which often lies in using analogies does not exist in this case. Let us see 
whether he is right. 

Mr. King wants to illustrate by his analogy that there are still 
urgent needs for more products. I doubt whether any person needs 
to be convinced of that. A “mature economy” (whatever this term 

| may mean) is certainly not a saturated economy. In this respect the 
analogy is not dangerous but it illustrates a point which has not been 
questioned by anybody. The problem is how the necessary increase in 
production can be brought about. What lessons can be derived from 
the comparison in this respect? George Washington ordered what 
work should be done by the slaves. That was certainly possible on his 
* Appeared in Journal of Political Economy for October, 1939, pp. 609-22. 
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plantation. If Mr. King wants us to believe that the “United States 
is little more than an enlargement of Washington’s plantation,” then 
he neglects the difference which exists between an economic order 
based on private enterprise and an economy in which a leader tells his 
slaves what work they must do. If a George Washington puts his slaves 
to work there is no problem left—in economics; but our problem has to 
do with the maturity of an economic order based on private enterprise 
and not with the economic problems of a planned economy. The anal- 
ogy, therefore, is not quite so innocent as Mr. King suggests. 

Of course, Mr. King did not want to draw the analogy with respect 
to the form of economic organization, yet this is exactly the point of 
the whole question. How can the work of the slaves, which was de- 
voted to clearing the land and building the house, barns, and mill, be 
shifted to produce the goods of a more comfortable life without a 
George Washington giving orders? Let us accept Mr. King’s analogy 
for discussion’s sake. There was a first period in the growth of the 
American economy when the land was cleared, means of communica- 
tion constructed, houses, barns, and mills built. Let us assume that 
this was significant for the nineteenth century. Then came the period 
in which work for the greater comfort of all the people was to be done. 
As Mr. King says, “under these circumstances there should be a 
marked increase in production of consumers’ goods.” Let’s call it the 
mature economy of the twentieth century. 

What then is the significance of this mature economy? I don’t at- 
tempt to give here a full description of the mature economy, but will 
pick out only four elements for illustration: 

1. It means that the country has been-developed. There are pro- 
ductive facilities in all lines of production. Of course, new inventions 
are being made every day and no decline in the rate of inventions is 
visible, but they don’t require the development of entirely new indus- 
tries. The railroad was one of the main factors stimulating the de- 
velopment of the iron and steel industry. Air-conditioning required 
the construction of plants for producing air-conditioning equipment but 
it did not induce new industries for the production of the material uscd 
in this new equipment. It is not the rate of inventions but the indirect 
effects of innovations which are declining. Mr. King is right: there 
Should be no reason to lament this development. It means that a 
smaller fraction of the national income must be absorbed for construct- 
ing new means of production and that a larger portion can be devoted 
to individual or collective goods which add to the comforts of life. 
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2. In a mature economy the increase in population is declining. 
Therefore, it is an economy in which an increase in the demand for 
great quantities of staple products can be partly transformed into an 
increase in quality. Again, not a lamentable fact in itself. Yet it 
makes prediction and anticipation of future demand harder, and in- 
creases production “to order’ compared with production for an 
anonymous market. 

3. A mature economy brings in its wake a slackening of the com- 
petitive struggle. This need not necessarily mean monopolization in 
any legal definition of the word, yet it does mean restricted competition. 
Under conditions of perfect competition entrepreneurs invest in the 
hope of capturing a slice of the market without paying attention to the 
development of the total demand and possible repercussions on prices 
and profits. Under conditions of “trustified capitalism” (using 
Schumpeter’s term) entrepreneurs in many branches dominate such an 
important fraction of the whole industry that their investment policy 
must be guided by the consideration of how an increase in productive 
facilities will affect the whole market. This is the phenomenon of ad- 
ministered investments which is a corollary to the phenomenon of 
“administered prices.” 

4. In a mature economy large corporations finance new develop- 
ments to a great extent by using depreciation allowances: -This, again, 
is a factor which results in a more rational use of capital facilities and 
which should make for increasing wealth. Yet this rationalization in 
the use of our productive factors has, on the other hand, paralyzed 
to a certain extent the vigor of the dynamic forces in which competitive 
struggle and capital destruction played a significant role. This greater 
economy in the use of capital coincides with a supply of capital which 
increaseS more than proportionately to the rising level of income. 

This whole development should be welcomed as a great achievement 
and I agree with Mr. King that reaching the stage of a mature economy 
should give us reason for real celebration. But the trouble is that we 
must learn to enjoy our riches. That is, indeed, a difficult art. 

The present difficulties, to my mind, are rooted in the fact that the 
dynamic patterns of development in the period of rapid expansion differ 
from those in a mature economy. In a certain oversimplification it 
could be said that, in the period of rapid expansion, investments 
anticipated and thereby created future demand. The railroads cer- 
tainly were not built to meet an already visible demand for traffic 
facilities. By developing the country and by inducing the development 
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of other industries purchasing power and demand were created. The 
businessman who built a new plant with the intention of capturing a 
slice of the market may thereby have added unconsciously to total 
purchasing power and to total demand; so that very often both the new 
plants and the old plants found a market for their products. This type 
of economic growth knew only one limiting factor—the supply of 
capital and the development of credit facilities. The income distribu- 
tion, the ratio of income devoted to saving, the instrumentalities of the 
capital market, the industrial organization, the industrial price policy 
—all these structural elements of the modern economy were geared to 
the patterns of such a high-speed expansion economy. 

This type of anticipatory investments plays a minor role in the 
mature economy. In the patterns of development of the mature 
economy increasing consumption and especially increasing quality of 
consumption must take the lead. And new investments follow after an 
increase in orders has made itself felt. The patterns of our industrial 
structure, of price policies, of income distribution and saving habits, 
are not geared to this type of economic development (with some 
exceptions—as, for instance, mass production of consumers’ durable 
goods and consumers’ credit). The phenomenon of oversaving or of 
lack of investment opportunities must be explained by this transition 
from one type of dynamics to the other type. Mr. King wonders why 
economists are searching for investment outlets. The explanation is 
that the accumulation of savings and depreciation allowances, on the 
one hand, and their expending for new investments and replacements, 
on the other hand, are disproportionate. It is a less drastic method of 
intervention to search for investment outlets than to enforce a suf- 
ficient curtailment of saving, especially as long as investment outlets 
exist which are equally productive with the beautification of the parks 
and the building of better quarters for the slaves on George Washing- 
ton’s estate in Mr. King’s analogy. 

Mr. King of course acknowledges that disproportions could tempo- 
rarily arise, but he thinks that the automatism will always restore the 
equilibrium between saving and investment. He relies on the old dogma 
that we refrain from consuming our whole income only because “at- 
tractive opportunities for gains through investments flaunt themselves 
in our faces.”” I think that this statement disregards entirely all factual 
experiences of the past decade, in addition to all analyses of the actual 
motives of saving. 

But Mr. King does not need to assume that the interest mechanism 
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alone actually does bring about the equilibrium between saving and 
investment. He has a second argument for explaining why adijust- 
ments fail to occur. If low interest rates do not induce sufficient invest- 
ments and discourage savings, low prices could stimulate consumption. 
He probably would contend that the shift from the high-speed expan- 
sion economy into high-level consumption economy could_be brought 
about by drastic price and cost curtailments. If unemployment should 
develop because too high a percentage of incomes is saved with refer- 
ence to the existing investment demand, then costs of labor and goods 
will go down so that the real purchasing power of the masses of the 
people will increase to such an extent that a recovery will be initiated 
by increased buying of consumers’ goods. The fact that actually full 
and steady employment is not achieved can therefore be due only to 
the rigidity of prices and costs, especially labor costs. This, therefore, 
according to Mr. King, is the point where the economic system should 
be repaired. From a merely logical point of view this reasoning seems 
quite convincing; but in a realistic analysis we cannot disregard the 
time element and the quantities involved. If unemployment leads to 
a pressure on wages and if all prices could really be lowered instan- 
taneously, then success still would depend on the sequence in time. 
Would the reduction in costs stimulate a wave of additional buying 
before the reduction in nominal incomes destroyed the effects of price 
reduction? I am afraid that actually such a drastic reduction in costs 
and prices as would be necessary for restoring full employment would 
make for deflation and increased disproportions instead of initiating 
new expansion. 

The opinion that in the reality of a mature economy we can rely 
neither on the interest mechanism nor on cost and price adjustments 
for bringing about full and steady employment should not be inter- 
preted as meaning that the fluctuations of interest rates and of costs 
and prices can be disregarded in such an economy. Quite to the con- 
trary, rigidities increase the difficulties and cost and price adjustments 
are an essential element in a comprehensive and consistent program of 
economic policy, but they cannot be successful as isolated measures. 

In spite of these failures of the automatism to achieve full and 
steady employment it is not yet the time to recommend an economy 
which would be “little more than an enlargement of Washington’s 
plantation.” There is still another alternative besides the plantation 
economy or the fortification economy. It is the adjustment of eco- 
nomic and fiscal policy to the conditions of a mature economy. 
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A Study in the Analysis of Stationary Time Series. By HERMAN WOLD. 
Uppsala: Almquist & Wiksells Boktryckeri-A.-B., 1938. Pp. viii+- 
214. Kr. 6. 

Mr. Wold, a Swedish mathematician and a student of Professor 
Cramér, has made a very important contribution to this difficult sub- 
ject. He deals in this book with stationary time series, that is, series 
which do not show any trend but only periodic or “pseudoperiodic” 
fluctuations. His approach is based upon the modern theory of prob- 
ability as developed by the Russian statisticians Khintchine and 
Kolmogoroff. 

Mr. Wold considers a number of possible hypotheses for the treat- 
ment of stationary time series: functional schemes, that is, strictly 
periodic functions (harmonic analysis), hidden periodicities (periodo- 
gram analysis), and schemes of linear regression. The latter are sub- 
divided into the processes of linear autoregression and moving aver- 
ages. His approach in these matters is based upon systematic develop- 
ment and amplification of certain ideas first developed by G. U. Yule, 
Sir Gilbert Walker, and E. Slutsky. 

The theoretical considerations are applied to a number of time series, 
especially Sir William Beveridge’s wheat price index, 1770-1869, and 
G. Myrdal’s index of the cost of living in Sweden, 1840-1913. The 
author’s method of approach is the correlogram, that is, a graph of the 
serial correlation coefficients of the time series in question. He concludes 
that the first example mentioned seems to correspond more or less to the 
scheme of moving averages and the latter to the scheme of linear auto- 
regression. It is, however, somewhat dfficult to see the economic mean- 
ing of these results. The scheme of moving averages may, however, 
have some connection with ideas related to Pigou’s theory of the busi- 
ness cycle. The scheme of linear autoregression seems to fit into some 
mathematical theories of the business cycle (Frisch, Tinbergen, and 
Kalecki). 

One great shortcoming of the book, which is also realized by the 
author, is that it fails to treat the subject from the point of view of 
modern statistical inference as developed by R. A. Fisher, E. Pearson, 
and J. Neyman. Hence it is impossible to make a judgment about the 
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validity of the results obtained. The possibility of the application to 
actual economic time series of the very interesting and important 
theoretical considerations contained in this book will depend largely 
on the development of tests of significance which would give it real 
value in empirical analysis. It is clear, however, that this presents se- 
rious mathematical difficulties.’ 

Dr. Wold’s book is very well written and treats a difficult problem in 
a masterly manner. It can, however, only be recommended to statis- 
ticians and economists who have considerable knowledge of mathe- 
matics and the modern theory of probability which is based upon 
point-set considerations. This book seems to be a great step forward in 
the right direction. It may mark the beginning of a development which 
finally could give us the solution of the problem of analysis of economic 
time series. This is probably at the present time the most important 
problem in the application of statistics to economic data. 

GERHARD TINTNER 
Towa State College 


The Causes of Economic Fluctuations: Possibilities of Anticipation and 
Control. By WittFrorp I. Kinc. New York: Ronald Press Co., 
1938. Pp. xv+353. $3.50. 

Dr. King has written a book on the trade cycle which is quite wide 
in scope in that it attempts description, diagnosis, and recommenda- 
tions but one that is sufficiently elementary to be of use to the non- 
technical reader or undergraduate student. The first few chapters con- 
tain a presentation of the problem, a description of typical features of 
the business cycle, and a brief, well-stated history of the business cycle 
in the United States. In two chapters at the beginning of the second 
part of the book, which is devoted to analysis of the causes and nature 
of trade depression, the author disposes of “misleading” explanations 
of the origins of depressions. Since most of the “explanations’’ herein 
referred to are mere catch phrases rather than developed theories and 
since the author “disposes” of a dozen or more in thirty-six pages, it 
may scarcely be said that any of the theories referred to are treated 
in a satisfactory fashion even for an elementary work or that any real 
problems are disposed of. 

The author’s positive theory is eclectic. He would appear to re- 

« G. Tintner, “On Tests of Significance in Time Series,” Annals of Mathematical 
Statistics, X, No. 2 (June, 1939), 141 ff. 
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gard waves of optimism and pessimism as the underlying originating 
causes of booms and depressions. But he makes the point clear that 
in the absence of, on the one hand, an elastic credit mechanism, which 
allows a wave of optimism to engender a speculative boom, and, on 
the other hand, rigidities in wages and prices, which convert fluctua- 
tions in money income into fluctuations in output and employment, 
the waves of optimism and pessimism would not give rise to true de- 
pressions. Although it contains substantial elements of truth, this 
analysis cannot be said to be at all satisfactory. No theory of the trade 
cycle which does not attempt to go behind business optimism and pes- 
simism and to relate states of minu to such “real’’ factors as invest- 
ment opportunity can be said to constitute an explanation of depres- 
sions. Furthermore, Dr. King’s discussion of the effects of wage rigidity 
ignores important questions which have been raised in recent discus- 
sion. It is interesting to note that Hicks and Myrdal as well as Keynes 
deny that the rigidity of the general level of money wages intensifies 
unemployment. 

The later chapters of the book contain a discussion of suggested 
remedies for depression. It is clearly one of the author’s main pur- 
poses to prove that government spending and public works programs 
which increase the national debt will do nothing to moderate depres- 
sions. However, he presents ably and considers sympathetically a 
number of devices such as Dr. J. H. Barnes’s social credit scheme, Pro- 
fessor Graham’s proposals for employing the unemployed during de- 
pression, various devices to make wage rates more flexible, and the 
one hundred per cent reserve plan. 

On several general counts Dr. King’s book is open to rather serious 
criticism. In the first place, it is, perhaps inevitably, confused. The 
analytic sections, in particular, are incumbered with much material 
which is not essential in an elementary work, and, in consequence, a 
number of important relationships are most inadequately treated. In 
the second place, the tone of the book is much more confident and at 
times dogmatic than either the reasoning or the factual evidence pre- 
sented would justify. Finally, it must be said that the book leaves the 
reader with the impression that it is based almost exclusively upon 
work done prior to 1932 and that the author chose to disregard en- 
tirely most contemporary discussion of trade-cycle problems. 


RICHARD M. BIsSELL, JR. 
Yale University 
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Lament for Economics. By BARBARA Wootton. New York: Farrar & 
Rinehart, Inc., 1938. Pp. 322. $2.00. 


Those who enjoyed the sprightly style and stimulating discussion 
of Wootton’s Plan or No Plan will not be disappointed in the present 
volume. Her “lament’’ is based chiefly on two counts in a broad in- 
dictment of contemporary economics, namely, that economists describe 
an imaginary world of abstraction, not the world of reality; and that 
their theories are essentially an apology for the present system. Al- 
though she admits that something approaching the ideal markets of 
economic theory can be found in the actual world, she holds that 
prompt and complete analysis of true market relationships is made 
impossible by their complexity, the importance of remote effects which 
are difficult to trace, the uniqueness of successive economic situations, 
the growth of monopoly and intervention, and other obstacles. She 
argues rather convincingly that economists are either explicitly cham- 
pions of capitalism or implicitly so, because the very notion of eco- 
nomic equilibrium connotes an optimum situation. She then proceeds 
to show the weaknesses of the market mechanism as a guide for the 
economy, reasoning that it would not be satisfactory even in a socialis- 
tic state. 

Economists do not use a strictly scientific method, she says; and, 
anyway, it is doubtful if science is possible in the field of human be- 
havior, where volition is involved. Therefore, it is not possible to put 
economics on the same plane as the natural sciences. Instead, the 
present boundaries and definitions of economic theory should be given 
up, to be replaced by a series of broad social investigations, including: 
(1) application of existing theory to actual market phenomena (e.g., 
determining what monopoly price will be in given conditions); (2) 
studies of social institutions and trends relating to such matters as 
demography, income distribution, industrial structure, etc.; (3) studies 
of social ends (standards of food, housing, etc., and of consumer 
choices) and of means of attaining them, supplementary to market 
mechanisms; (4) technical researches into materials, processes, and the 
“‘human’”’ aspects of production (such as labor problems, working con- 
ditions, incentives); (5) formulation of plans for social betterment. 

All this is reminiscent of the views of the American institutionalists, 
but Wootton makes no mention of this school. Her references are al- 
most exclusively to British writers, her criticisms being directed espe- 
cially at Lionel Robbins. Since the position of the latter in regard to 
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the scope and method of economics is an extreme one which many 
economists would reject, she thus lays herself open to the charge of 
unfairness. And, by not recognizing the existence of many institu- 
tional studies along some of the lines she suggests, she leads one to 
wonder how extensive is her familiarity with contemporary economic 
literature. She is inconsistent in criticizing economists for not describ- 
ing the actual world and then in interpreting their explanations as a 
defense of that world; and, again, in asserting that they do not concern 
themselves with concrete problems of welfare and then stating that 
they are preoccupied with questions of market disequilibriums, such 
as monopoly, unemployment, and business cycles. Also, she ignores 
their pronouncements on such matters as those of tariff and monetary 
policy, which certainly have to do with welfare. Her impatience with 
market economics appears to be rooted in the erroneous belief that 
it can offer no remedy for inequality, which is her primary concern. 
Her conception of economics as the study of social welfare is too broad, 
for it would make it coextensive with sociology. Nevertheless, she has 
written an interesting and thought-provoking book. 
RayMonpD T. BYE 
University of Pennsylvania 


Britain in Recovery. By RESEARCH COMMITTEE OF THE ECONOMIC 
SCIENCE AND STATISTICS SECTION OF THE BRITISH ASSOCIATION. 
New York: Pitman Pub. Corp., 1938. Pp. xvi+474. $6.00. 

This book is a sequel to Britain in Depression and is a factual study 
of the period of British recovery, 1932-37. Part I deals with general 
topics such as employment, tariffs, and exchange rates, while Part II 
covers the history of the principal British industries over the period. 
The book is a collection of individual essays and makes no attempt at 
presenting a joint point of view. 

Studies such as this are to be welcomed, especially at a time when 
the most striking advances in business-cycle analysis are being made by 
those theories that contrive to reduce the whole activity of the economy 
to a small number of simple relations that admit of mathematical 
treatment. The engaging simplicity of this approach commends it high- 
ly, but no amount of success in this direction will eliminate the neces- 
sity for the type of detailed factual study to which the present volume 
is committed. It is a very worth-while agent for cultivating “informed 
common sense” about the British economy. 
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Although the committee has adhered strictly to its avowed aims, the 
reviewer could not help regretting that they did not permit themselves 
a collective expression of opinion as to the dominant factors that 
brought about recovery. Failing a collective opinion, an individual 
opinion would have been welcome. The latter would probably have 
been provided, at least in part, by Professor Jones’s paper on interest 
rates and investment, which was unavoidably omitted. 

The omission of this paper is the more unfortunate since, in his 
Introduction, Professor Jones, in contrasting British recovery with that 
of the U.S.A., makes the blunt statement that “In Great Britain the 
Government pursued an ‘austere’ monetary and budgetary policy” 
(p. xiii). Whether austerity was the guiding principle of the British 
monetary authorities or not, the fact remains that recovery at least 
flourished in an atmosphere of cheap money, while some eminent 
authorities hold that low interest rates played the decisive role. 

The protagonists of low interest rates claim that the revival of the 
building industry, which undoubtedly was a vital factor in recovery, 
can be ascribed to cheap money. In this connection the analysis of Sir 
Harold Bellman is particularly interesting. His conclusion is as follows 
(Pp. 434): 

.... The rapid expansion in housing output was inseparably linked with 
the development of building societies. The changes in the technique of the 
societies’ mortgage service, such as the gradual reduction of the rate of inter- 
est, the extension of the term over which loans were repaid, etc., together 
with the decline in the price of houses, combined to cheapen materially the 
cost of a given amount of housing accommodation with building society 
assistance. Although the boom was made possible by these changes, ... . 
it derived its ultimate motive power from an intensive public demand for 
improved standards of housing accommodation. 


In short, low interest rates seem to have been a necessary though not a 
sufficient condition for recovery. 

Space prevents separate examinations of the other contributions. 
They are in general comprehensive and informative, though suffering 
in some cases from the limitations of official statistics. English statisti- 
cal research is still in the hands of the individual craftsman, which 
makes for a product that is more individualistic though less highly 


finished than that of institutional research. 
A. SMITHIES 


University of Michigan 
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Monopoly and Competition in the English Coal Trade, 1550-1850. By 
Paut M. Sweezy. (“Harvard Economic Studies,” Vol. LXIII.) 
Cambridge: Harvard University Press, 1938. Pp. xii+186. $2.50. 
The subject and scope of this interesting monograph are perhaps 

sufficiently indicated by the title. Though the study is confined strictly 
to the relations of the Durham-Northumberland collieries with the 
London market, until the latter part of the period surveyed this rep- 
resented substantially the whole of the “English Coal Trade.” It 
might be added, however, that while the impact of the increasing com- 
petition from Midland and Welsh coals in the last half-century covered 
is mentioned, it is not accorded a weight commensurate with its real 
influence, in the reviewer’s judgment. 

The one hundred and fifty pages of text fall into two fairly distinct 
sections. The first seven chapters, comprising about one-third of the 
book, consist of a historical survey of the development and functioning 
of various arrangements for regulating the coal trade. This first section 
might again be subdivided into four chapters dealing with the rise and 
decline of the company of the hostmen from the middle of the sixteenth 
to the middle of the eighteenth century, and three chapters treating of 
the fluctuating fortunes of the Limitation of the Vend through three- 
quarters of a century. The remaining five chapters, making up two- 
thirds of the text, are mainly devoted to an economic analysis of the 
operation of the ‘‘Limitation.’’ This analysis is partly direct and “‘prac- 
tical,” interpreting developments in the light of observed “facts,” 
partly theoretical, “‘constructing”’ explanations ex hypothesi (pp. 113- 
20). 

The historical sketch is competently done, on the whole, though the 
succinct account of the early history of the hostmen left the reviewer at 
least with many questions unanswered. Moreover, he cannot let pass 
without comment the uncritical acceptance of the widely held view of 
“mercantilism” as essentially and primarily a policy of political ag- 
grandizement. ‘The Grand Lease was merely the symbol for the real 
prize,” which was control “over the machinery of government” (p. 7). 
The same view reappears (p. 147) in the conclusion. “Capitalism was 
cradled in monopoly and state paternalism.” Might it not be less in- 
accurate to say that ‘““The paternalistic state was (and is now again 
being) cradled in monopolistic capitalism’’? 

New and significant information was uncovered regarding the nature 
and scope of operations of the consortium known as the Grand Allies in 
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the early eighteenth century (chap. iv). This appears, as the author 
contends, to call for some revision of the generally accepted version of 
the status of the hostmen in the trade during this era, as well as of the 
usual explanation given of the decline of the company. But this is a 
matter for the consideration of specialists like Professor Nef; the re- 
viewer prefers to remain on the side lines. He would observe, however, 
that this section as well as others would have benefited greatly had the 
distinction between lessors and lessees been more sharply drawn and 
rigorously adhered to. Such terms as “mine-owners” and “colliery 
capitalists” are apparently used indiscriminately, sometimes to refer to 
“operators” (in the jargon of the American trade) and sometimes to 
royalty-recipients. Again, here as elsewhere the author not infrequent- 
ly uses elliptical expressions which leave the reader puzzled (cf. pp. 10, 
17, 24, and 135). 

The concrete, factual analysis, especially in chapters vii, ix, and x, 
is illuminating and persuasive. The theoretical analysis adds nothing 
to it, and in itself exhibits several flaws. The most serious of these is 
that in connection with the diagram on page 115: the area BCFG is 
said to be greater than the area ADEP. This is not proven, and in the 
reviewer’s judgment is not provable. 

The concluding chapter carries the discussion far afield and affords 
the author an “‘opening”’ for expounding a social philosophy— indeed, 
a philosophy of history. While it is suggestive and contains much with 
which the reviewer is in sympathy, he doubts that much is gained (at 
least for science) by soaring to such lofty heights on such volatile cur- 
rents in such a frail glider. To vary the metaphor slightly, it is quite a 
jump, and somewhat breath-taking, from the dim depths of the coal 
pits to a “flying trapeze’—even for a “daring young man,” com- 
bining more skill in both departments than is usually encountered in 


such exhibitions of versatility. 
Myron W. WATKINS 


New York University 


Contemporary Monetary Theory. By RAYMOND J. SAULNIER. (““Colum- 
bia Studies in History, Economics and Public Law,” No. 443.) 
New York: Columbia University Press, 1938. Pp. 420. $4.00. 


Mr. Saulnier’s book consists of four critical essays dealing with the 
principal contributions to monetary and cycle theory of Hawtrey, 
Robertson, Hayek, and Keynes. Yet the title leads one to suspect a 
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conviction on the author’s part that he has dealt with the substance of 
modern thought in the field. The suspicion is confirmed by the conclu- 
sion, in which Mr. Saulnier charges the mass of workers on monetary 
and cycle problems with the errors committed by the select few. 

My opinion is that Mr. Saulnier has not added to our critical ap- 
preciation even of the restricted range of thought with which he deals. 
The larger share of his book is devoted to rather broad sketches of the 
analytical systems of the four writers and their recommendations as to 
the appropriate aims, indices, and techniques of cycle control—all 
familiar territory for the specialist. He has passed by the opportunity 
for careful evaluation of the controversies that have developed out of 
the pioneering of his chosen group of authors. Many of his own critical 
comments take their root in the controversial literature already at our 
disposal, but they are neither precise nor intensive enough to clear 
away the misunderstandings over highly technical issues that remain 
to plague and to fascinate us. 

Moreover, a number of Mr. Saulnier’s criticisms originate in mis- 
comprehension of his subject matter. A case in point is his treatment 
of the Keynesian multiplier. On one page he defines the multiplier 
both ask = y/1 and ask = dy/d1 (p. 331). The seed of the multiplier, 
Mr. Keynes’s “psychological law’’ of the marginal propensity to con- 
sume, is twisted into (y/c)-(dc/dy) < 1, in contrast to Mr. Keynes’s 
own formulation (dc/dy) < 1 (p. 308). Mr. Keynes is indicted for 
the belief that monetary devices are reliable slump exterminators (pp. 
359, 372), yet Mr. Saulnier also declares him to be a skeptic on the 
merits of purely monetary policy (p. 369). Again, despite the fact that 
Mr. Saulnier alleges a primary concern for analytical techniques, both 
the essentially short-period character of Mr. Keynes’s analysis and 
Mr. Keynes’s basic reliance upon the method of comparative statics 
have escaped him (p. 362). Hawtrey and Hayek, too, are the victims 
of misunderstanding at vital junctures. The treatment accorded Mr. 
Robertson is more careful and sympathetic. 

Mr. Saulnier’s mass indictment of the four writers (and of their 
associates in monetary and cycle analysis), which supplements the case 
made out against each individually, raises familiar issues of method- 
ology. There is, for example, the question of the merits of the model 
sequence. Mr. Saulnier is perilously close to the position that minute 
institutional studies must, supplant the pastime of speculating over 
experimental schemes. And my impression is that he would discard 
analyses running in terms of total output, national income, savings and 
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investment for microscopic inspection of, say, the specific terms of sup- 
ply and demand in one-commodity markets. His point may be that 
values must eventually be worked out for the factors written into 
economic models and that the job will be a difficult one, or that ag- 
gregates themselves require explanation. But his denial that such no- 
tions as savings (Robertsonian style) and marginal efficiency of invest- 
ment are useful for analytical purposes, because measurement is impos- 
sible, is one indication among several that he is addicted to minutiae. 

Even though Mr. Saulnier has not succeeded in giving us a clearer 
perception of the defects in contemporary monetary theory than we 
had previously, he does provide an orderly summary of important 
doctrine that graduate students will appreciate. His Bibliography is 


excellent. 
E. S. SHAW 


Stanford University 


The Corporate State in Action: Italy under Fascism. By Cart T. 
Scumipt. New York: Oxford University Press, 1939. Pp. 173. 
$2.25. 

Fascist Economic Policy: An Analysis of Italy’s Economic Experiment. 
By Wiu1am G. WELK. (“Harvard Economic Studies,”’ Vol. LXII.) 
Cambridge: Harvard University Press, 1938. Pp. xx+365. $4.00. 
These two essentially complementary books carry the story of 

fascist economic policy down to 1937. Schmidt traces the development 
of the corporate state and describes the impact of corporativism upon 
the working, agricultural, business, and propertied classes. Welk, 
after describing the historical and ideological background of fascism, 
treats in great detail the evolution and characteristics of fascist syndi- 
calism and the corporate system; he also covers the monetary, popula- 
tion, fiscal, foreign-trade, industrial, agricultural, and employment 
policies and experience of Italy under fascism. Some fifty tables, to- 
gether with excerpts from, and summaries of, significant laws and de- 
crees, add to the usefulness of Welk’s study. Both works are well 
organized, competently done, and extremely interesting. 

Among the questions that always come to the reviewer’s mind 
when studying totalitarianism the more significant are these: How 
have the several classes fared? What has happened to per capita real 
income? Has the economy been stable, and, if so, at what cost? Is the 
suppression of free discussion yet taking its toll? Will the system suc- 
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cumb to its internal contradictions, or must these have the assistance 
of external agents? While the authors partly posit only the first three 
of these questions, their discussion suggests partial answers to the last 
two and to many others that may occur to a reader. 

Under fascism all the more numerous groups or classes have lost. 
Only the strategically situated party members, some of the large land- 
owners and industrialists, and some of those enjoying government 
contracts seem to have benefited. Under fascism, Welk concludes, the, 
condition of labor has been made worse, particularly in agriculture. 
Fascist labor organization, Schmidt concludes, “‘is the ball and chain 
that reduces wage-earners to helplessness, making them into passive 
raw materials for the ‘higher’ purposes of the Nation.” The agricul- 
tural masses have fared no better. The restriction of emigration has 
beaten down rural wage and income levels. The latifundia have not 
been broken up; rather, tariffs in the interest of industrial and landed 
property have diminished the purchasing power of rural incomes. 
Almost nothing has been done to modernize productive methods and 
thereby increase agricultural output and income. Small-scale and me- 
dium-scale businessmen have suffered under the impact of heavy 
taxes and shrinking consumer purchasing power; some large-scale in- 
dustrialists, from taxation, state-compelled dubious plant expansion, 
and increased administrative costs attributable to government inter- 
vention. Per capital real income has fallen, what with the shrinkage 
of the economic base through autarkistic policy and the “enormous 
wastes of military display and imperial adventure.” Schmidt and 
Welk conclude, respectively: 

Under Fascism, Italy has remained a poor country—one of low income 
and restricted consumption—yet bearing an appallingly heavy burden of 
unproductive taxes Population growth, economic independence, and 
colonial expansion are being paid for by the mass of Italians through a 
lowered standard of living. 


While the lowness of income has been palliated somewhat by social } 
insurance, it has not been eased by greater stability of employment. | 
The complete suppression of free discussion is adding spiritual im- 
poverishment to economic poverty and bids in time to augment the 
latter, both authors indicate. Not only is the governing class being | 
recruited from “yes” men but no corrective criticism on the part of op-! 
ponents is permitted. Cultural life is losing vitality, and humanitarian 
and individualistic values are being replaced by the paranoiac ethic 


of irrationalism. 
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Neither Welk nor Schmidt expect the fascist system to become an 
agency for economic self-government by the Italian people and for 
their betterment. Rather the system will continue to be used to 
achieve the imperialistic, military, political, and similar ends sought 
by the party hierarchy. The authors apparently do not believe that 
the system will collapse in the near future under the weight of its 
internal economic and political contradictions, assuming continued 
“peace.” While they make no predictions as to what would happen 
in case of war, their data indicate to the reviewer that the system 
cannot long meet either the moral or the economic requirements of war. 


J. J. SPENGLER 
Duke University 


The Zollverein. By W. O. HENDERSON. (“Cambridge Studies in Eco- 
nomic History.””) Cambridge: At the University Press; New York: 
Macmillan Co., 1939. Pp. xi+375. $4.50. 


The history of the German customs union is not unfamiliar. No 
competent historian of nineteenth-century Europe has failed to point 
out the connection between the economic unification of Germany in 
the Zollverein and the attainment of political unity in the Second 
Reich. Economists have shown how the progressive widening of the 
area in which trade was unhampered by customs duties promoted the 
development of German industry and agriculture. But Dr. Hender- 
son’s book seems to be the first to give, in the English language, a 
comprehensive and detailed account of the whole movement which 
culminated in the establishment of free trade within Germany. 

The author has not been content to paraphrase the numerous mono- 
graphs by German scholars which deal with various aspects of Zoll- 
verein history. He has made liberal use, as well, of English, Austrian, 
and German official papers, including the voluminous records of the 
Zollverein itself. The author’s style is straightforward and unadorned: 
he makes no attempt to lighten the reader’s task by dramatic flour- 
ishes. Yet the story of the transformation within a half-century of 
several hundred absurd little autarchies into a unified economic area 
of close to 40,000,000 inhabitants is inherently dramatic. The far- 
sighted policy of Prussia in dealing with one after another of the re- 
calcitrant smaller states, the struggles between Prussia and Austria 
for the control of South Germany, the suspicious, at times hostile, 
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attitude of foreign powers—Britain, France, and Holland—toward the 
new German union are all epic materials. 

The tale boasts no single hero. The Zollverein was not the brain 
child of a single great statesman. Bismarck entered the picture only 
after the union had weathered its early crises and had attained recog- 
nized success. That success was won, the author shows, not by bril- 
liant minds like List and Bruck but by a succession of relatively un- 
known Prussian civil servants, men of ability, courage, and remark- 
able tenacity of purpose. 

The author has not attempted to write an economic history of 
Germany; yet, in the course of his narrative, he introduces a consider- 
able amount of pertinent economic material. Commercial policy is the 
real subject matter. In discussing the treaty arrangements leading up 
to the formation of the Zollverein and, later, the negotiation of treaties 
between the Zollverein and the principal commercial nations, the book 
furnishes a general view of European commercial policy between 1815 
and 1870. 

In his final chapter Dr. Henderson considers the relation of the 
Zollverein to the political unification of Germany in 1871 and to its 
economic development. To both of these changes the customs union 
contributed, but for neither was it a decisive factor. 


In its early days the Zollverein was far from complete and its influence 
was limited in many ways. The economic progress of the forties and ’fifties 
was satisfactory but by no means extraordinary. The construction of rail- 
ways, the enterprise of capitalists, the activity of the great industrialists, 
were probably as important as the customs union in promoting economic 
welfare On the other hand, it is clear that if there had been no Zoll- 
verein Germany’s economic progress would have been hindered, however 
strong might have been the other economic forces working in favour of ex- 
pansion. Prussia—despite the gap between her eastern and western prov- 
inces—was probably large enough in area and population and sufficiently 
rich in natural resources and manufactures to make very considerable prog- 
ress even if trade with other German States were hampered by tariff bar- 
riers. But smaller States—except a few with special natural advantages— 
would probably have found themselves in serious difficulties if they had per- 
sisted in retaining their economic independence [pp. 337-38]. 


On the political side the author stresses the experience gained by 
Prussian statesmen and officials in managing the affairs of the Zoll- 
verein. 
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There her statesmen became thoroughly familiar with the diplomatic 
methods they were to practise in their dealings with middle and small 
German Federal States between 1871 and 1914. They learned how to cajole 
minor allies; how to get their own way without undue display of force; and 
how to preserve at least in form the sacred “‘sovereign rights” of the smallest 
Federal State [p. 340]. 


From his study of the German experience Dr. Henderson has de- 
rived three general principles regarding customs unions: (1) success 
depends upon keeping in the background the narrow financial interests 
of member states; (2) a customs union is a half-way house: either it 
fails or else it goes forward to achieve a general economic unity in 
matters of internal taxation, currency, railway rates, and commercial 
and maritime law; and (3) a successful customs union can be estab- 
lished which includes among its members states varying widely in in- 
dustrial development and in economic interests. 

Percy W. BIDWELL 
Council on Foreign Relations 
New York City 


The International Distribution of Raw Materials. By HERMAN Kra- 
NOLD. New York: Harper & Bros., 1937 [1939]. Pp. xxiv-+ 269. 
$3.50. 

We have a number of eminent studies in the same and closely re- 
lated fields: by Messrs. Erich Zimmermann (World Resources and In- 
dustries), Holland and Associates (Commodity Control in the Pacific 
Area), Rowe (Markets and Men), Brooks Emeny (The Strategy of Raw 
Materials), Wallace and Edminster (International Control of Raw Ma- 
terials), by the League of Nations and by the Royal Institute of Inter- 
national Affairs. In spite of this imposing literature, the author has 
produced a distinct contribution. While following in philosophy and 
method to some extent Zimmermann’s classic, his scope is more lim- 
ited. Instead of endeavoring to give a picture of world-civilization in 
terms of functional relations between specific resource patterns of 
given times and places and the related phases of political, cultural, 
technological, and economic development, he is satisfied to appraise 
the present resource pattern of the world and its geographical distribu- 
tion with a view to the economic conditions and needs of the more 
important nations and states in times of peace and in peaceful pur- 
suits as well as in times of war. His approach gives him the immediate 
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insight that the importance of resources is relative to and dependent 
upon the cultural and material wants and needs, the size, the tech- 
nological advancement, and the social organization of groups of hu- 
man society and that it changes with shifts in some, or in all, these 
factors. This implies, of course, also a limitation of possibilities for 
exact and objective statements of permanent validity in this sphere of 
investigation, of which the author is fully aware. 

He begins with a statistical description of the most important raw 
materials, their geographic distribution, the technique and organiza- 
tion of their production and marketing, their importance for peace and 
war consumption, and considers also possibilities of using old material 
(scrap) and of producing substitutes. 

The appraisal that follows this of the Have’s and Have Not’s prob- 
lem is the most interesting and original part of the book. By an in- 
genious method and on the basis of carefully selected and prepared 
statistical material, he constructs a kind of a weighted index of the 
per capita wealth or poverty in raw materials of different nations. In 
fact, a good deal of subjective opinion and controversial method enters 
into this process in particular with regard to the weighting method 
and with regard to the inclusion of colonial dependencies in the popu- 
lations and raw-material supplies so measured. 

The partly surprising result is, among other things, that Japan and 
Germany do not occupy nearly so bad a position, particularly in re- 
lation to France (which rates lower) and to Great Britain (exclusive 
of Dominions) as one might expect. The United States, Canada, South 
Africa, and Australia show the particularly favorable status, Italy 
(with Poland, India, China) shows the particularly unfavorable status 
one would look for. 

With regard to the problem of self-sufficiency in time of peace and 
in time of war, the author shows that up to the time of his writing 
nowhere had national control over resources (in the sense of territorial 
possession or in the sense of control by national capital or national 
governments) led to discrimination between third parties, even when 
the respective resources were monopolized. This in our opinion does 
not eliminate the exclusive advantage of monopolization at the ex- 
pense of all other nations. Also, as the author mentions in other con- 
nections, raw material supply is often rather a question of sure access to 
sales markets in which to get the assets (unless the nation has claims on 
foreign countries it can use) to buy the raw materials with. He is quite 
right in stressing the importance in emergencies of a place to unload 
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bad money on the customer. It might be added that the possibility 
of forcing undesired commodities, of which one happens to have a sur- 
plus, on politically or economically subservient regions has proved 
equally useful in recent years. 

In a very convincing way the author shows that war self-sufficiency 
is not guaranteed by self-sufficiency in peace, in view of the shrinking 
reproductive capacity and vastly increased and changed requirements 
in times of war, and that substitute industries hardly solve the prob- 
lem, as they require usually much labor of which war economies are 
particularly short. Of course, this will not dissuade statesmen, who 
rather think in terms of the military importance of the greatest pos- 
sible degree of self-sufficiency than of absolute self-sufficiency. More 
practical weight is in his demonstration that the possibility of defend- 
ing the communication with supply areas is the condition of their value 
in war times. The author’s contention that such considerations are 
unreal because the destructiveness of modern warfare will quickly lead 
to chaos and make a clean sweep of the warring governments and their 
forecasts and needs is not quite convincing. Even after the Sino-Japa- 
nese “incident” and the Spanish civil war, we are hardly in a position 
to formulate a definite opinion on this point. In further chapters on 
the “‘Rationalization of the Distribution of Raw Materials,” “‘Politi- 
cal Problems of Raw Material Supplies,” and “Raw Material Plan- 
ning,”’ the author brings out some interesting points. He seems, how- 
ever, to digress somewhat into fields of his particular interest (socio- 
political questions) which seem to have no immediate and specific 
bearing on his problem. Also it may be asked, Can “reason” in the 
sense of peaceful, socially oriented economic production and co-opera- 
tion be achieved merely by showing the unreasonableness of the present 
condition and by advising governments to co-operate better with the 
League of Nations and outside of it for such purposes, without coping 
with the political, economic, social, and psychological causes of the 
present “unreasonableness,” going beyond the economic sphere, in an 
effort for the spiritual and moral restoration of mankind? Furthermore, 
is a good deal of “planning” of industries, in the sense of concerted 
direction of production and distribution and of government interfer- 
ence for the purpose of correcting the competitive process, which the 
author seems to consider desirable and necessary, to be reconciled 
with the development of unhampered international trade which he 
advocates? These questions are left unanswered. The Appendix of 
carefully and conservatively (with the exclusion of doubtful private 
statistics) selected and prepared statistical tables on the production, 
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pricing, and international trade in important raw materials offers not 
only material support for the author’s argument but is in its compact 
and judicious collation very valuable to anyone working in interna- 
tional economics. On the whole, the book seems to us to deserve a 
good reception also by the American interested public. 
HERBERT VON BECKERATH 
Duke University 


Entwicklung und Strukturwandlungen des englischen Aussenhandels von 
1700 bis sur Gegenwart. By WERNER SCHLOTE. Jena: Gustav 
Fischer, 1938. Pp. viii+-182. Rm. ro. 

The book presents the results of a thorough investigation into the 
expansion, the changing composition, and the changing regional dis- 
tribution of British foreign trade from 1700 until the present time. 
The varying rate of growth of exports and imports during periods of 
rise and decline of the price level, the barter terms of trade, and the 
relation of foreign trade to national income and to industrial produc- 
tion are discussed. The increasing relative importance of the agrarian 
countries for England’s foreign trade, the shrinking share of consumers’ 
goods in total exports, the shift in food imports from colonial products 
and alcoholic drinks to meat and dairy products, the role of the empire 
as market and source of supply for the motherland—all these problems 
are studied in much detail. 

How accurate the conclusions are depends largely, of course, upon 
the reliability of the underlying foreign-trade figures. Imports and ex- 
ports until 1854 are published only in “official values” on the basis of 
prices of 1694, thus representing an index of quantities imported, 
weighted according to the prices of imports in the base year. And since 
the price structure of 1850 naturally was fundamentally different from 
that prevailing around 1700, even the interpretation of what the 
changes in volume in the first half of the nineteenth century really 
mean is rather difficult. 

Schlote tries to correct this error in weighting by forming a new series 
of the volume of imports from 1801 to 1859 based on prices in 1854. 
After some adjustments the new series for the volume of imports is 
converted into a series of values with the help of Jevons’ price index. 
Between 1854 and 1859, where a comparison of computed values and 
actual values is possible, differences between both are remarkably 
small. 

Although undoubtedly these estimated values present a better pic- 
ture of imports in that period than the official figures, it seems ques- 
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tionable whether the procedure is really satisfactory. The weakness of 
Jevons’ index, in that it is heavily overweighted with prices of im- 
ported goods, is rather an advantage for this specific purpose. The 
composition of the imports, however, does not at all correspond to the 
commodities represented in Jevons’ index. About a dozen commodities 
accounted for half the total import value. Colonial products, wheat, 
and cotton were of leading importance among imports. The share of 
these last two at least, however, varied widely from year to year, and 
their price movements were by no means consilient with the course of 
the price index. Cotton prices were quite substantially lower at the end 
of the period than the general price level; the wheat prices used in 
Jevons’ index are the London Gazette prices for the internal market, 
protected by stabilizing import duties, while the world-market price 
changed much more violently. 

Recently an attempt has been made to revaluate imports directly 
during the period of the restriction of specie payments by the Bank of 
England.‘ For the period from 1805 to 1821 official values for nineteen 
items were adjusted by the ratio of Silberling’s annual prices for the 
individual commodities to their “official values” per unit. This “real 
value”’ for the group was multiplied by the ratio of total official import 
value to the official value of the sample. This technique, too, is not 
free from objections, because changes in the sample need not neces- 
sarily accurately reflect changes in the total group. Nevertheless, as 
the accompanying table shows, it is surprising how big the differences 
between the two series are during most of the period. 


ESTIMATES OF IMPORTS IN MILLIONS OF POUNDS 
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Schlote’s figures may suffice for a study of long-term tendencies. 
But whether they can serve as a tool for cyclical analysis, where year- 


* E. V. Morgan, “Some Aspects of the Bank Restriction Period,” Economic His- 
tory, III (February, 1939), 212. 
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to-year changes are decisive, is more open to doubt. The final judg- 
ment must be postponed until a comprehensive revaluation of imports, 
item by item, for some years at least, has been accomplished. 
E. M. DoBLIN 
New York City 


Canadian-A merican Relations, 1849-1874. By LESTER BURRELL SHIP- 
PEE. (A series of studies prepared under the direction of the Division 
of Economics and History, Carnegie Endowment for International 
Peace.) New Haven: Yale University Press, 1939. Pp. xi+514. 
$3.00. 

Although Professor Shippee has put the word “Canadian” in the 
forefront of his title, he devotes but little attention in the text of his 
book to the interests and activities of Canadians themselves (using the 
term “‘Canadians” in the broader sense that it has acquired since 
1867). What he has done is to survey the relations between the govern- 
ments of Great Britain and the United States upon a series of issues 
arising in North America during the quarter-century between the 
final extinction of the old colonial system in 1849 and the failure of the 
renewed reciprocity negotiations of 1874; and, whatever the char- 
acter and importance of any of these issues, he treats them in very 
much the same fashion, by presenting summaries of the various diplo- 
matic and other official exchanges, the accompanying discussions in 
Congress, and the newspaper comments and campaigns of the day. 

He begins his narrative with the Annexation Manifesto of October, 
1849 (and it may be suggested here that this opening theme is most 
seriously deranged by the fact that the Inter-provincial Conference 
at Halifax on the subject of reciprocal trade with the United States 
was held in September, 1849, and not in September, 1848, as Professor 
Shippee states). From annexation, the narrative proceeds to the more 
enduring topics of reciprocity and the fisheries—but unfortunately 
omits entirely to deal with the endeavors of the Canadians (in the 
earlier and narrower sense) to attract United States trade to the St. 
Lawrence route. A series of short-lived issues of the sixties—the border 
activities of the Civil War, the Fenian raids, and the San Juan bound- 
ary—are discussed in conscientious fashion. But the forces leading to 
the confederation of 1867—the fear of conquest by the United States 
and the termination of reciprocity in March, 1866—are described in 
only an imperfect and disjointed manner. 

It would probably have been advantageous to make the enactment 
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of confederation the conclusion of the first part of the book, in order 
to emphasize more strongly the Treaty of Washington of 1871 as the 
unifying topic of the second half. The general conclusion that seems 
here to emerge from a highly complicated narrative is that the newly 
created Dominion of Canada possessed but little strength in negotia- 
tions of its own with the United States upon either reciprocity or the 
fisheries, but that it could gain such advantages as Great Britain was 
willing to claim on behalf of it, at a time when it was expedient for 
Great Britain to enter into general negotiations with the United States 
upon its own account. This raises the important general question 
(which Professor Shippee neither asks nor answers) whether the politi- 
cal status of the Dominion in the early seventies in relation to Great 
Britain was not distinctly inferior to the political status of the several 
unfederated provinces of British North America some thirty to forty 
years before. And, if this political regression can be proved to have oc- 
curred, what were its underlying economic causes? 
C. P. WRIGHT 
Wolfville, N.S. 


The Colonial Problem: An Economic Analysis. By GruseprE UGo Part. 

London: P. S. King & Son, Ltd., 1938. Pp. 70. 4s. 6d. 

This booklet of seventy pages interprets colonial expansion wholly 
in terms of economic pressure for outlets for manufactures and capi- 
tal, ignoring the pull of speculative profits in colonial products, the 
lure of personal and national adventure and rivalry, and the drive 
of military and national ambition. The author ends chapter i by tell- 
ing us that the United Kingdom adopted protection because she could 
no longer sell enough manufactures to buy imported foods—this in 
1932 when agricultural products were ruinously cheap. 

The theory of comparative advantage is criticized at length and 
virtually rehabilitated on the basis of prices rather than labor costs. 
International trade is held to be a corrective to the fluctuations of 
national income—deductively, quoting no figures or facts. The author 
affirms that protective systems create descending spirals of progressive 
impoverishment which had already begun in 1914. He blames the fall 
of United States imports, 1929-33, on the practice of isolation. Like- 
wise “‘balanced trade,” the final stage of protection in the debtor 
countries, led to the maximum cost of imports—i.e., to ever increasing 
impoverishment. 
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No matter how strong a country may be, it cannot be safe behind 
protective barriers unless other countries do not have them. Thus the 
victorious powers have forced the poorer countries to try to become 
self-sufficient, hence more territory is absolutely essential to them (by 
war if necessary), unless trade barriers come down. The errors of the 
protective system extend to most duties on imports into colonies. The 
solution therefore is for the United States (and other large countries) 
to begin the process of lowering trade barriers. 

This little book may afford an hour’s interest to professors teaching 
theory of international trade. It discusses abstractly and deductively 
the theory of comparative advantage and the errors of protectionism. 
It scarcely mentions colonies except in the historical chapter explaining 
the colonial movement not only in merely economic terms but solely 
as the push of outward pressures. 

BENJAMIN B. WALLACE 
Washington, D.C. 


The Canadian Railway Problem: Some Economic Aspects of Canadian 
Trans portation and a Suggested Solution for the Railway Problem. By 
LesstrE R. THomson. Toronto: Macmillan Co. of Canada, Ltd., 
1938. Pp. xiv+1080. $12.50. 


That the Canadian “railway problem” is indeed formidable has been 
apparent to most students of transportation and to all intelligent 
Canadian taxpayers for a number of years. The drain on the Domin- 
ion’s budget caused by the chronic deficit of the Canadian National 
Railways, which has averaged nearly fifty million dollars a year since 
1920, or slightly less than five dollars per capita; the strained financial 
position of the privately owned Canadian Pacific, whose stocks once 
enjoyed an enviable investment position; the constant studies made by 
individuals and royal commissions—all these give evidence of an 
unwholesome situation and of a problem which badly needs to be 
solved. 

Mr. Thomson’s voluminous work, as formidable as the problem 
itself, is the latest addition to the stream of analyses of the Canadian 
railway situation which have appeared in periodicals, books, and pub- 
lic reports during recent years. The author, a Montreal consulting en- 
gineer, not content with the private studies and determined to elabo- 
rate upon the report of the Royal (Duff) Commission of 1932, sets for 
himself the task of reviewing and analyzing everything that has been 
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done previously, adding new lines of approach of his own, and conclud- 
ing with a solution which he is at such great pains to defend as to in- 
clude a section on answers to anticipated criticisms. The result is a 
very weighty volume. 

Although the arrangement of the material makes it impossible to 
read the volume straight through, the author provides elaborate sum- 
maries and resummaries of the analysis and the conclusions. Chapter i 
sets up the problem and includes a condensation of the rest of the 
volume; and at the end of chapter i a still further condensation of the 
whole study is presented in three and one-half pages. Chapter ii con- 
tains a statement of the recommendations. These two chapters, then, 
constitute a sort of short edition of the whole work. 

The solution presented by the author grows out of the analysis 
presented in chapters iii-xi inclusive. Here are found: (1) a history 
of Canadian railway development, with emphasis on the “rail mad- 
ness’’ out of which grew the two transcontinental systems which, along 
with the Crown-owned mileage, were subsequently consolidated in the 
present Canadian National Railways. The author expresses regret that 
these two privately owned but subsidized companies, the Canadian 
Northern and the Grand Trunk, were not put through the wringer of 
bankruptcy and reorganization, rather than leaving their legacy of 
debt to the public budget ; (2) an analysis of the present (1936) railway 
situation, considering the railways, public and private, as a whole with 
respect to such factors as mileage, operating results and conditions, 
traffic characteristics, and also considering other forms of transport; 
(3) a very detailed analysis and comparison of the finances and oper- 
ating results of the rival Canadian National and Canadian Pacific 
systems. The author concludes that the relatively poorer financial 
showing of the C.N.R. (except in the realm of capital expenditures) has 
been due to (a) the physical conditions and circumstances of the several 
railways subsequently combined under one management, a situation 
for which they were never designed and (5) the previous inability of 
the C.N.R. to resist public pressure. However, the comparisons indi- 
cate that the two systems have shown about equal results in so far as 
operating efficiency is concerned; (4) a very detailed review and analy- 
sis of the eighteen plans and solutions which have been proposed in 
books and articles and public reports since 1917, with particular atten- 
tion to the proposals either to amalgamate the two systems or to 
operate them separately with some degree of co-ordination. 

The author then sets up (chap. xii) what he believes to be the 
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twelve basic “principles” or “‘determinants”’ of any adequate solution 
of the rail problem, and goes on in chapter xiii to derive from these a 
plan or solution which he calls the plan of common management, 
whereby the operating control of the two competing systems would be 
placed in the hands of one Board of Directors for a trial period of ten 
years, so as to eliminate duplicating operating expenses and future 
capital outlays. Other recommendations include the establishment of a 
Dominion Transportation Authority having jurisdiction over all forms 
of transportation, the acceptance of a long-range policy of decennial 
Royal Commissions to study and report on the transportation situa- 
tion, and the creation of a Royal Commission to examine the proposi- 
tion of instituting bankruptcy proceedings for the Canadian National 
Railways. 

Such a sketchy outline as the foregoing fails to convey an adequate 
notion of the laborious detail with which the author sets forth his 
analysis. No stone is left unturned in the effort to present the facts of 
the past and present and the various interpretations which might be 
made of these facts. Forty-seven charts of a fairly technical nature and 
one hundred and eighty-five tables are scattered throughout the work. 
But the reviewer suspects that the painstaking efforts of the author 
have resulted in a volume so complex and unwieldy as to have dis- 
appointing results in so far as impact on the Canadian public and its 
thought is concerned. And should one happen, like the reviewer, not 
to agree with the author on some of the basic determinants, one cannot 
be greatly impressed with the solution. However, the more light that 
can be shed on the problem, the better. Those with sufficient patience 
and interest will be amply rewarded for such time as they can give to 


Mr. Thomson’s study. 
HERBERT E, DOUGALL 
Northwestern University 


The Present Railroad Crisis. By Wrtt1aM JAMES CUNNINGHAM. (Ed- 
ward Eugene Loomis Foundation, Lafayette College, Lectures, 
1939.) Philadelphia: University of Pennsylvania Press, 1939. Pp. 
x+84. $1.00. 

This little volume consists of a series of lectures given at Lafayette 
College. An introductory chapter describes briefly the development of 
railroad regulation up to the beginning of the depression. A chapter 
on “Railroads under the New Deal” describes recent developments. 
In this chapter, also, is Professor Cunningham’s analysis of the present 
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railroad problem. The low state of railroad earning power is found to 
be due primarily to the depression, although accentuated by intensi- 
fied competition. Professor Cunningham considers that the railroads 
have a valid complaint because of government subsidy of their com- 
petitors, but he is guarded in his statements concerning the extent of 
subsidy to motor vehicles. 

The author holds that from the viewpoint of physical vaiuation 
the railroads are not overcapitalized, although the valuation figures 
make inadequate allowance for obsolescence. From the viewpoint of 
prospective earnings, however, capitalization is found excessive, and 
the large ratio of funded debt to total capitalization is condemned. 

Another cause of railroad difficulties found by Professor Cunning- 
ham is an excessive degree of corporate individualism. This situation 
goes far to explain failure of the railroads to seek economies through 
pooling and co-ordination of facilities. “The underlying impediment 
to co-ordination was and still is the disinclination of the individual 
carrier to surrender an advantage, real or imaginary, in strategic loca- 
tion and to share that advantage with a competing carrier under uni- 
fied operation.” 

Professor Cunningham considers critically the proposals of the Pres- 
ident’s Committee of Six, approving or disapproving many of the 
committee’s recommendations. The absence of any reference in the 
report to wage rates and working rules is noted. Professor Cunning- 
ham ventures no opinion regarding wage rates but does not hesitate 
to conclude that the method of payments to men in train and engine 
service needs revision with special attention to make-work rules which 
require payments for work not done. 

This book is an excellent treatment, in small compass, of the present 
railroad situation. It is to be recommended as particularly valuable 
to those who, unfamiliar with the railroad problem, desire a brief 
analysis of it by one who is qualified to speak authoritatively on the 


subject. 
D. Puiuip LocKLin 


University of Illinois 


Labor in the United States: Basic Statistics for Social Security: A Report 
Prepared for the Commitiee on Social Security. By W.S. WoyTINSKY. 
Washington: Committee on Social Security, Social Science Research 
Council, 1938. Pp. xxii+333. $3.50. 

A report prepared by the author for the Committee on Social Se- 
curity of the Social Science Research Council, this study is intended to 
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present basic labor statistics for planning the social-security program 
inaugurated by the federal act of 1935. It was undertaken because of 
the obvious shortcomings of existing occupational statistics, so far as 
their usefulness in connection with the social-security program is con- 
cerned. 

The major deficiencies of data available from censuses, so far as the 
purposes of social security are concerned, are of two types. They have 
not clearly differentiated employers and the self-employed, on the one 
hand, from employees, on the other. Second, because census enumera- 
tions have generally emphasized classification on an occupational rath- 
er than an industrial basis, data with respect to size of establishments 
by industries, essential to social-security administration, are not direct- 
ly available from census reports. This study, therefore, seeks to analyze 
data available from the decennial census of population and the more 
frequent censuses of agriculture, mines, manufactures, construction, 
distribution, and business, and to provide, by combining these sources, 
classifications of the gainfully employed by sex, race, age, industry, 
class of work, size of establishment, and expected period of work that 
can be effectively used in the administration of old age insurance and 
unemployment compensation provisions of the Social Security Act. 

The report consists of two major divisions. The first describes the 
supply of labor and explains the methods and results of studies seeking 
to classify the working population according to industry, class of work, 
sex, race, and age, and to appraise the extent of shifting from one in- 
dustrial classification to another. It concludes with an estimate of the 
probable numbers to be included under old age insurance provisions in 
the future. The second major division, entitled ‘Demand for Labor,” 
seeks to discover the industrial distribution of the working population 
and the size of industrial units providing employment, and thus to pro- 
vide a basis for forecasting the coverage of unemployment compensa- 
tion. Book I contains nine chapters, while Book II consists of four 
chapters. In addition, there is an extended section in which notes, 
tables, and explanatory charts are included. Preliminary reports on 
this investigation were made available a year in advance of this pub- 
lished summary, and another section of the study, dealing with prob- 
lems of seasonal unemployment, has been more recently published as a 
separate report. 

It is hoped that the reclassification and retabulation of 1930 census 
reports found necessary for the purposes of this study may influence the 
procedure to be followed in the census of 1940. 

The study is an ambitious one, carefully managed throughout. The 
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author has sought to check his conclusions by ali available records and 
appears thoroughly aware of the limitations and hazards of some of the 
necessary statistical manipulation. The general critical position main- 
tained throughout is excellently illustrated in the appraisal of widely 
publicized differential industrial death-rates (pp. 263-66). The study 
is useful not only for the purpose which occasioned it but also as a 
source of pertinent information as to the labor market in the United 


States. 
DALE YODER 


University of Minnesota 


Growth of American Manufacturing Areas: A Comparative Analysis with 
Special Emphasis on Trends in the Pittsburgh District. By GLENN E. 
McLAUvuGHLIN. Pittsburgh: Bureau of Business Research, Univer- 
sity of Pittsburgh, 1938. Pp. xxvii+358. $3.00. 

This is a study of the economic changes in the Pittsburgh area. The 
study is based upon long-range measurements derived by analytical 
studies of thirty-three industrial areas as defined by the census of 1930. 
The book is itself a segment of the larger research in economic regional- 
ism being carried on at the University of Pittsburgh under a financial 
grant from the Buhl Foundation. 

For the purposes of his study the author divides his work into two 
nearly equal parts, the first of which is a painstaking statistical analysis 
of the thirty-three areas, while the second part, called “interpretation,” 
applies the measurements obtained in Part I to the special case of the 
Pittsburgh area. The aim in Part I is to discover rates of growth and 
trend lines in the thirty-three areas. The aim in Part II is to interpret 
growth in the Pittsburgh area and to forecast the future of this area by 
means of comparisons between its special experience and the general 
experiences of the other thirty-two areas. Although the study is pri- 
marily statistical (41 tables, 58 charts), the author also gives attention 
to such determinants of economic growth or decay as historical factors, 
geographic influences, and the accidents caused by human whims. 

In Part I the author undertakes for the thirty-three areas a laborious 
compilation of data by which he carries the record back to 1869—a 
survey which required several special compilations by the Bureau of the 
Census in order to fill gaps or reconcile previous census classifications. 
These data show for the different areas their records as to “Popula- 
tion,” “Number of Gainful Workers,” “Wage Earners Engaged in 
Manufacturing,” and “Value Added by Manufactures.” The author 





BOOK REVIEWS 145 


concludes that each of these measures tells much the same story but 
that it is unsafe to rely too greatly upon any single one because under 
some circumstances it would understate or overstate a condition. In 
general, the author finds that all industrial areas pass through similar 
phases of growth which may best be represented by a flat “‘S” curve 
(“ogive” curve). For a mature industrial area the curve flattens the 
most, and, unless there is a regeneration in the area, the flatter the 
curve the nearer that area is to decline and final decay. The construc- 
tion of these curves to portray growth and foretell trends in the thirty- 
three areas is the principal contribution that Part I makes to statistical 
knowledge. It is the principal original matter in the book. 

Part II is itself divided into two sections. The first section is a de- 
tailed essay into the reasons for regional differences in the rate of indus- 
trial growth. The second section has particular application to the past 
and probable future industrial history of Pittsburgh, making use of the 
growth curves and of the interpretive matter set forth in the previous 
parts of the book. Although Part II is as meticulously written as its 
predecessor, the content is not so novel. Moreover, there is in the final 
portion dealing with Pittsburgh an occasional faint overtone of the 
Chamber of Commerce. 

Despite the parochial limitations of this book, it is one that is of 
special interest to the statistician and, in addition, ought to be put in 
the hands of the economists who specialize in economic geography or 


economic history. 
MALcotm KEIR 


Dartmouth College 


Chapters in the History of Social Legislation in the United States to 1860. 
By Henry W. Farnam. Edited by Ctive Day. Washington: Car- 
negie Institution, 1938. Pp. xx+496. $2.25. 

This book deals with legislation by central and state governments 
concerning the rights and duties of one social class to another. It 
gives the lie to the view that there have been no classes in America. 
Moreover, it deals with that part of American history in which classes 
have been least in conflict, apart from the issue of slavery. The analy- 
sis of classes is the old-fashioned division, primarily capital and labor. 
The existence of intracapitalistic strife, which constitutes a large 
though not dramatic part of our social history, is touched upon chiefly 
in the pages devoted to laws of debt. 

Since just about 44 per cent of the total number of pages, excluding 
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the Index, is devoted to slavery, we should note especially that part of 
the work. But in truth there is little new or unorthodox in the treat- 
ment. We may quote one sentence (p. 177) notable more for its judi- 
cious social logic than for its literary form: ‘But, disregarding entirely 
the abuses of slavery, and considering it only at its best, it is clear 
that it is inconsistent with economic progress, certainly with the kind 
of economic progress which has characterized the nineteenth century.” 
The long Appendix, setting forth a tabular digest of state laws on 
slavery, may prove to be the most useful part of the book devoted 
to this theme. 

Relatively little space is given to legislation concerning free labor, 
because, as the author points out, such legislation accomplished little 
before 1860. There are chapters on land tenure, fair trade, food supply, 
and educational policy. 

The pages devoted to communism in early Plymouth are a reflection 
of a common error. Hardly any statements could be less historical 
than those found in this part of the book (pp. 28-30). The author 
should have written “co-ownership” for “communism.” In truth, the 
Plymouth organization was an unincorporated joint-stock company 
of petty capitalists who sought to free themselves from a similar com- 
pany in which the mercantile capitalists of London were dominant. 

The author, Henry W. Farnam, who died in 1933, was more theorist 
than historian, though he insisted on a careful examination of the 
factual background of the subjects with which he was dealing. He 
belonged to that group of early American university scholars who were 
trained in Germany. It was there that he imbibed his interest in social 
legislation. Perhaps he will be longest remembered for his loyal support 
of the co-operative studies in the field of American economic history 
sponsored by the Carnegie Institution. The many volumes in that 
series, of which this is the latest, are standard, if uninspired, sources 
for a study of the subject. We may regard the present volume as a 
scholarly compendium of facts already known and of generalizations 
widely accepted. 

Work on the present volume was begun over thirty years ago when 
sundry students were intrusted with various tasks of specialized re- 
search. Some of the resulting manuscripts were published; some have 
now at last been utilized for the period up to 1860. It would be useful 
to have a brief study made of the cost of the work done and of the 
results attained under the plan. A little reflection would show that the 
processes are not very different from those of individualistic research. 
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The workers, however, commonly enjoyed material support in the 
process of their research. In many cases this assistance was indispen- 
sable. At any rate, the co-operative mill has ground out one more use- 
ful monograph based on secondary and printed primary sources. 


N. S. B. Gras 
Harvard University 


Caldwell and Company: A Southern Financial Empire. By JOHN BERRY 
McFerrin. Chapel Hill: University of North Carolina Press, 1939. 
Pp. x+ 284. $3.50. 

Even those students of financial institutions who have struggled 
through the many bulky volumes of congressional probings into causes 
of the financial wreckages of the early 1930’s will find this book a 
highly interesting narrative. It comprises a chapter in the economic 
history of a remarkable decade that required telling. Professor Mc- 
Ferrin has performed his task in a scholarly and workman-like manner. 

The purpose of the book is “to portray against the background of 
Southern economic development during the 1920’s the history of an 
enterprise whose remarkably rapid growth and tragic collapse consti- 
tute a unique episode in Southern finance.” Founded in 1917 by 
Rogers Clarke Caldwell in Nashville, Tennessee, the company bearing 
his name became the largest investment banking house the South 
ever had prior to its failure in 1930. The spectacular thirteen-year 
career of Caldwell and Company was marked by all the sins and 
errors of a decade of irrational investment banking. 

Almost from its birth, the company enjoyed (exploited) association 
with the Bank of Tennessee, a commercial banking affiliate organized 
explicitly to aid it in carrying on investment-banking operations. 
Probably no better illustration of the evils of such a marriage can be 
found than the author’s description of the transactions between the 
two institutions. Even within the municipal bond field that formed 
his original preoccupation, Rogers Caldwell made serious errors of 
judgment, as was indicated by the disastrous underwritings of Ten- 
nessee drainage district bonds. The company entered the real estate 
bond business in 1923. Later, it acquired controlling interests in a 
chain of banks and several insurance companies. These controlled in- 
stitutions proved both willing lenders of cash and willing buyers 
(“dumping grounds”) of Caldwell’s speculative security underwrit- 
ings. During the four years 1926-29 the company also originated and 
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underwrote some twenty-six million dollars of securities of twenty- 
four industrial corporations, garnering a ten-point “spread” on the 
bonds, plus large common-stock bonuses and new deposits of the bor- 
rowers with the Bank of Tennessee. 

Caldwell and Company’s adventures were capped off by the spon- 
sorship, in 1928, of the investment trust, Shares-in-the-South, Incor- 
porated, whose name fits well with the slogan of its parent—‘‘We 
Bank on the South”’; by association with the well-known Colonel Luke 
Lea in newspaper operation; by active participation in Tennessee and 
Kentucky politics; and, finally, by purchase of the Nashville Baseball 
Association! The total assets of the many enterprises within this 
southern “empire” amounted to half a billion dollars at the end of 
1929. 

But the values were hollow. The illiquid and unprofitable invest- 
ments of the company resulting from its willingness during previous 
years to underwrite anything and everything that promised an im- 
mediate profit, large loans to officers of the company used for personal 
speculation and extravagances, and heavy underwriting commitments 
at the time of the stock-market crash in the fall of 1929 weakened the 
company to a point where a small cash withdrawal would have forced 
it to admit insolvency. The intricate and unethical financial maneu- 
vers by which Rogers Caldwell sought to stave off collapse after the 
tide turned were doomed by growing loss of confidence and accelera- 
tion of bank runs. Caldwell and Company went into receivership on 
November 13, 1930, hastening, if not causing, the collapse of numerous 
southern banks and insurance companies to which it was indebted, or 
which held large amounts of its underwritings. 

The author mentions three “important and still unsolved social 
problems” raised by the operations of the company: “namely, the con- 
centration of control of industrial and financial assets in the hands of 
investment bankers, the dominance of governmental processes by 
powerful private industries, and the standards of business ethics.” 
Many readers will wish that Professor McFerrin had directly grappled 
with these and other fundamental issues, drawing upon the Caldwell 
episode for illustrative material. The social value of the book, if not 
its interest, could have been greatly enhanced by this extension of 


subject matter. 
NEIL H. JACOBY 
University of Chicago 
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Report of the Committee on Prices in the Bituminous Coal Industry. By 
THE NATIONAL BuREAU OF Economic RESEARCH, INc. (Prepared 
for the Conference on Price Research.) New York, 1938. 
Pp. xx+144. $1.25. 

This Report made by Waldo E. Fisher, for the Conference on 
Price Research of the National Bureau of Economic Research, is not 
a compilation of facts and figures but an outline of the research work 
needed in the field of bituminous coal production, marketing, and 
prices, with careful analysis of the difficulties facing the investigator 
and an extended bibliography of sources, classified and critically ap- 
praised. There is an excellent condensed analysis of the general char- 
acteristics of the bituminous coal industry and an account of some 
of the efforts of the federal government to relieve the chaotic conditions 
which, since the World War, have become chronic in this highly com- 
petitive industry. The research projects suggested are apparently de- 
signed partly to aid the National Bituminous Coal Commission in its 
administration of the Bituminous Coal Act of 1937. 

This book will be indispensable to students of the bituminous coal 
industry, and the research suggested should throw light not only on 
the problems presented by this sick industry but also on the broader 
problem of competition in industry. It appears that competition has 
not worked as it is supposed to in the bituminous coal industry. 

The Conference on Price Research has other committees surveying 
the price problems of several other important American industries— 
steel, petroleum, automobile, and cotton textile. 

Joun Ise 
University of Kansas 
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